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Company Profile 


Woolworth Corporation is a diversified global retailer operating specialty and general merchandise 
stores and related support facilities in North America, Europe, Australia, and Asia. Specialty formats include 
such chains as Foot Locker. Lady Foot Locker, Kids Foot Locker, and Champs Sports athletic footwear and 
apparel stores; the Northern Reflections, Northern Traditions, Northern Elements, and Northern Getaway 
apparel stores, and the After Thoughts jewelry stores and Kinney family shoe stores. The Company also 
operates the familiar Woolworth general merchandise stores in the United States and abroad. 

The Company's 82,000 associates around the world are committed to providing their customers with 
quality merchandise at good value. 


Consolidated Statistics in Brief 
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1996 

1995 

1994 

Sales 

$8,092 

8,224 

8,238 

Operaring profit before non-recurring items 

S 421 

209 

295 

Adoption of accounting standard for impairment of 
long-lived assets 

_ 

(241) 


Net gain on sales of real estate 

35 

34 

4 1 

Disposed operations 

(45) 

(43) 

(62: 

Operating profit (loss) 

$ 411 

(41) 

27-4 

Net income (loss) 

$ 169 

( 1 < 

47 

Per common share 

Net income (loss) 

S 1.26 

(1.23) 

.36 

Dividends declared 

S — 

— 

.74 

Capital expenditures 

$ 134 

167 

218 

Total assets 

$3,476 

3A06 

4.1-45 

Shareholders equity 

SI,334 

1,229 

1.358 

Number ot stores at year end 

7,746 

8,178 

8,629 
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Roger N. Farah 

Chairman of the Board and 
Chief Executive Officer (left) 

Dale W. Hilpert 

President and 
Chief Operating Officer 



Woolworth Corporation made strong 

PROGRESS IN 1996. We continued to aggressively 
implement the programs and disciplines that are part of our 
strategic plan. We also made significant improvements in 
our near-term performance, which are clearly demonstrated 
by the Company's 1996 results. In addition, in 1996 
we set the stage for creating and sustaining consistent and 
profitable growth. 

In this annual report we will describe our progress. We will 
show you how the changes we put in place throughout our 
organization beginning in 1995 have enabled Woolworth 
to now shift its focus from primarily repairing what was 
broken, to building and growing our Company into a 
world-class retailer. 


Review of 1996 

■ We achieved solid increases in operating income 

AND IN NET INCOME! 

Woolworth returned to profitability, recording net 
income for 1996 of SI 69 million, or $1.26 per share, 
and operating profit before non-recurring items of 
S421 million, compared to $209 million in 1995. 

■ We gained financial strength and flexibility: 
The reduction in total debt of $116 million, or 16 percent; 
decline in interest expense of S46 million, or 39 percent; 
elimination of short-term debt, and creation of cash on 
hand of $321 million at year-end all contributed to our 
stronger financial position and provided us with financial 
flexibility. 

■ We strengthened our global organization: 
High-quality management teams were established at 
both the corporate and operating division levels to 
pursue growth opportunities on an international Iqvel. 

■ We actively managed our assets: 

Vigorous efforts in inventory management, expense 
management, dispositions of non-strategic real estate, 
and reductions in the number of unprofitable stores 
benefited all corporate and business units. 

■ We substantially reduced expenses: 

Operating costs declined dramatically both in absolute 
terms and as a percentage of sales as a result of 
corporate-wide programs to sharpen productivity. 


Aggressively implementing our strategic plan is the key to 
this growth, and we expect our plan to continue to produce 
improved earnings and cash flow for the Company in 
1997. It is in this way that we intend to create value for our 
shareholders. 


■ We improved our infrastructure: 

Better distribution processes support our operating busi¬ 
nesses, while new, more focused approaches introduced 
in human resources, real estate, and information systems 
are upgrading the level of services we are providing to 
our businesses. 
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Elimination of 
Short-Term Debt 

($ millions) 

Q Total Debt Net of Cash 
■ Short-Term 

1,116 



Note Debt does mot wawx 

OPERATING LEASES 


Today's Sound Financial Position 
Woolworth Corporation’s substantially 
improved financial position is one of the clear¬ 
est measures of our strong progress. It reflects 
our efforts over the past two years to systemati¬ 
cally address and correct important financial 
issues that needed to be resolved before we 
could fully devote our efforts to reinvesting in 
our businesses to create sustained and pro¬ 
ductive growth. 

Since 1994, we made significant progress in 
restructuring and reducing debt, which has 
lowered interest expense. We also developed 
programs to actively manage our assets which 
provided cash: We lowered inventories by 
S353 million (at cost), and upgraded their 
quality. We lowered our operating expenses by 
over $200 million. We disposed of non-strate- 
gic businesses and properties which generated 
cash proceeds of $222 million. And, as we 
increased our cash flow, we also reduced our 
capital expenditures, focusing our spending on 
our most strategic opportunities. 

As a result, we moved from consuming cash— 
some $1.2 billion between 1992 and 1994—to 
generating a total of $667 million at the end of 
1996. At year-end 1996, total debt is 31 per¬ 
cent of total capitalization (excluding operating 
leases), compared to 1994, when total debt was 
47 percent of total capitalization. 

Our strengthened financial position allowed us 
to recently reduce our revolving credit facility 
from $1 billion to $300 million. This will help 
in lowering borrowing costs in future years. 

Strong Improvements in Operating Earnings 
The Company’s substantially increased earn¬ 
ings reflect operating improvements shown by 
all of our principal businesses. Our worldwide 


Athletic Group turned in an outstanding per¬ 
formance and our Northern Group of apparel 
stores in the United States and Canada also 
made a strong contribution. Improved results 
were shown by our general merchandise opera¬ 
tions in the United States and Germany as they 
aggressively implemented strategic initiatives, 
which need to continue in 1997. 

The outstanding performance of our Athletic 
Group will be enhanced by our early-1997 pur¬ 
chase of Eastbay, a leading catalogue retailer of 
athletic merchandise. Our strong financial posi¬ 
tion ensured that we were able to comfortably 
make this acquisition while still continuing 
to generate sufficient funds to continue our 
ongoing turnaround efforts. 

Our results for 1996 demonstrate the progress 
that we have made as w r ell as the challenges that 
we face in growing our Company as we move 
ahead and continue to implement our strategic 
plan. Our strong financial base is important to 
us; however, as a result of our progress over the 
past two years, we can now turn our primary 
efforts to building our businesses by pursuing 
strategies of growth and expansion. 

Our Strategic Plan, 

Our Corporate Initiatives, and 
Our Vision 

In 1993, we began to implement our strategic 
plan and corporate-wide initiatives. Our long¬ 
term vision at the heart of that plan focuses on 
Woolworth Corporation as a global retailer, 
consistently achieving world-class results: a fully 
integrated business with a merchandising focus, 
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comprising high-return and high-growth oper¬ 
ations sharing a state-of-the-art infrastructure, 
and managed from a global perspective. The 
culture of this rebuilt company will be one that 
is stimulated by change, driven by a quest for 
excellence, and characterized by intellectual 
curiosity and agility. 

Corporate-wide initiatives help us to organize 
and focus specific strategies which will lead to 
fully realizing our long-term vision. They are a 
part of our strategic plan and address common 
issues faced by our operating businesses, and 
are tailored to differences among operations. 
Our corporate-wide initiatives require that we 
effectively manage our asset base, eliminating 
assets—whether businesses or properties—that 
are non-strategic or underperforming. We 
manage these initiatives at the corporate level 
and monitor them centrally. We are making 
progress against each of these initiatives in line 
with our strategic plan. 

Aggressive Inventory Management 
Over the past wo years, we have substantially 
reduced our inventor)' levels—by $353 million 
(at cost), or 22 percent. As a result, we have 
lowered our investment and have, at the same 
time, improved new-product flow to our stores. 
We have taken merchandise out of distribution 
centers and back rooms and put it on the sell¬ 
ing floors of our retail stores. And, we have 
taken old and unwanted merchandise out of 
the system. As of the end of 1996, we have 
virtually eliminated all merchandise older than 
12 months, and improved annual merchandise 
turnover from 2.1 times at the end of 1994 to 
2.5 times at the end of 1996. Today we are 
operating with less inventory, and the quality 
of our inventory is much improved. 


We have embraced the disciplines of mer¬ 
chandise planning and forecasting and made 
them a regular part of the way we operate our 
businesses. In addition, we have established 
standards for aging of inventory by operating 
business and by category within each business, 
so that we can continue to regularly flow 
exciting and fresh merchandise to our stores. 

Improved Productivity Through Expense 
Management 

Over the past two years, vigorous efforts to 
improve productivity throughout the Company 
have enabled us to substantially reduce operat¬ 
ing expenses both in absolute dollars and as a 
percentage of sales. 

We have established Profit Improvement 
Committees in each of our businesses to iden¬ 
tify ineffective processes. As a result, we have 
improved productivity in a variety of different 
areas. By continuing to reduce the cost of 
running our businesses and increase our 
productivity, we can be assured of becoming a 
much more nimble and effective competitor in 
today’s challenging marketplace. 

Significant Reduction of Unprofitable Stores 

AND NON-STRATEGIC BUSINESSES 
Dispositions of unprofitable stores and non- 
strategic businesses allow the Company to 
reduce its investment and to reinvest in its most 
productive assets. They also enable the 
Company to focus its efforts on those busi¬ 
nesses that are most meaningful. During 1996, 
we continued with our aggressive program of 
dispositions, eliminating the Rx Place Drug 
Man and Accessory Lady chains in the United 


Reduction of 
Inventory 

(S mi Dions at cost) 

1,622 

1364 

1,269 


1994 1995 1996 
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Positive Net 
Cash Flow 
From Continuing 
Operations 

($ millions) 


333 334 



1992 1993 1994 1995 19% 

$UB S667M 
Cash Consumed Generated 


States and the Silk & Satin lingerie chain in 
Canada. In Germany, we sold the Lady Plus 
apparel chain and the Rubin jewelry chain as 
well as our interest in the New Yorker Siid 
jeans business. In addition, we recently com¬ 
pleted the disposition of the Gallery shoe store 
chain in Australia and the Moderna shoe store 
chain in Germany. We will continue our work 
on dispositions over the coming year. 

Through a combination of store closings and 
operating improvement programs, we are mak¬ 
ing progress in reducing the number of unprof¬ 
itable stores. Over the two-year period 
including 1995 and 1996, we have eliminated 
1,443 non-productive stores. 

Real Estate Strategies to Drive Growth 
We have made changes to our real estate group 
throughout 1996 and added considerably to 
our in-house expertise. These changes strength¬ 
ened our organization and better positioned us 
to grow through opening new stores and 
renewing our existing store base through 
remodelings and relocations. We are also focus¬ 
ing on updating store designs to ensure that 
merchandise is showcased in an environment 
that is appealing to our customers. 

During 1997 we will begin an aggressive pro¬ 
gram of new-store openings, remodelings, and 
relocations to help improve comparable-store 
growth. We plan to open about 400 new stores 
and we will be working on about 500 reloca¬ 
tions and remodelings of existing stores, mosdy 


in specialty concepts. The Athletic Group and 
Northern Group formats, our highest-return 
businesses, will see the heaviest concentration 
of these programs. In addition, we will con¬ 
tinue our ongoing remodeling of the Kinney 
shoe store chain and begin work on a new, 
updated design for our After Thoughts jewelry 
store chain. We also plan to remodel additional 
Woolworth general merchandise stores in the 
United States along the lines of the prototype 
stores tested in Wilmington, Delaware in 1996. 

More Efficient Logistics and Distribution 
Processes 

During 1996, we continued to make progress 
in redesigning the flow of merchandise to 
our stores. We completed the principal con¬ 
solidation of space in our North American 
distribution network, which now consists of 
four major service centers—reduced from 
13 facilities at the end of 1994. We are cur¬ 
rently installing a new, warehouse-management 
system in our Junction City, Kansas center, 
which utilizes state-of-the-art equipment and 
systems to better manage the distribution pro¬ 
cess so we can speed merchandise to our stores 
to drive our business. We plan to install this 
system throughout our North American distri¬ 
bution network over the next several years. 

Improved distribution processes have helped us 
upgrade the level of service to our stores, while, 
at the same time, reducing the cost of deliver¬ 
ing merchandise. We will continue to work 
with our vendors to rationalize the distribution 
process on a supply-chain basis, allowing us to 
leverage our scale and the synergies that exist 
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across divisions. Our logistics and distribution 
initiatives have also complemented our inven¬ 
tor)' management efforts and are helping us 
keep our inventories lean. 

New Global Information Systems 
During 1996, we completed an in-depth analy¬ 
sis of our information systems and established a 
plan to transform their architecture to more 
effectively support our integrated global 
retailing approach, including creating common 
merchandising systems as well as accounting 
and financial reporting systems. In rebuilding 
our information systems, we will use common 
business processes and standard measures of 
performance worldwide, and we will leverage 
knowledge and best practices across all operat¬ 
ing divisions. Our goal is to have consistency in 
practices and quality of information through¬ 
out our Company. 

We will use our new systems to help drive the 
growth of our businesses and to enable us to 
achieve increased sales and improved gross mar¬ 
gin and inventory turnover levels. We expect 
that our enhanced systems—like those we have 
begun to install as a part of our logistics initia¬ 
tive—will help us achieve our expense-reduction 
targets. Improved systems will also help us deve¬ 
lop a common information-driven culture and 
a standard management approach worldwide. 

Changing the Culture Through Human Resources 
We have made good progress in creating a 
performance-based culture through human 
resources processes. WeVe placed great emphasis 
on training, and have designed specific programs 


to close the gaps in our merchandising skills, 
which were not a focus in the past. Human 
resources is a significant pan of our rebuilding 
effort and is integrated into how we manage our 
Company. Since 1995, we have added first-rate 
management with skills and experience that 
had been missing from the Company. We also 
de-layered our organization and better aligned 
compensation with performance. 

During 1996, we made great strides towards 
completing our senior management team, and 
continued to implement our new standard for 
high-quality leadership. We also established a 
worldwide Human Resources leadership Team, 
which meets regularly to develop programs to 
drive and manage change. 

As part of our effort to become a world-class 
retailer, the Company— management, associ¬ 
ates and directors — is committed to equal 
employment opportunity and having a diverse 
work force at all levels of our organization. 

This commitment is reflected in our Code of 
Business Conduct, active minority recruitment 
programs, and ongoing training programs 
designed to promote and help ensure work 
force diversity. 

Our Global Point of View 
We believe that managing Woolworth 
Corporation from a global perspective can add 
significant value to all our operating businesses. 
We expect that implementing new, more uni¬ 
form standards and processes worldwide will 
lead to consistency in execution and overall 
higher performance. 


Capital 

Expenditures 

(S millions) 


285 



Woolworth Coworatk* 19% Annuai Rlpopt 


5. 







We apply our global approach to our 
corporate-wide initiatives affecting operating 
divisions as well as corporate service functions. 
We also manage our businesses globally, and 
we have recently centralized the management 
of certain formats that are located in more than 
one country: Champs Sports, Kinney, and 
After Thoughts stores in Canada will each be 
managed from the United States. This 
approach—which gives us a consistent point of 
view plus the flexibility to adapt to individual 
market conditions—has proven successful with 
our global Foot Locker format, centrally man¬ 
aged from the United States, and our Northern 
Group chains, managed from Canada, which 
operate stores in the United States and Canada. 
Where appropriate, our sales support functions 
are managed globally as well. 

Operating Businesses 

Our strategic plan sets out the principles by 

4 

which we manage our operating businesses: We 
will accelerate growth in formats where we are 
strong, fix businesses with an upside potential, 
and divest ourselves of non-strategic businesses. 


reduced expense rates. The powerful perfor¬ 
mance of the Athletic Group in 1996 led us to 
plan a program of aggressive growth for 1997 
both in the United States and internationally. 
This includes substantial new-store openings, 
plus remodelings and relocations combined 
with strong merchandising initiatives. 

In 1997, we plan to open as many as 250 stores 
in Athletic Group formats. In the United 
States, we will increase our presence in malls 
with the expansion of the Lady Foot Locker, 
Kids Foot Locker, and Champs Sports formats. 
We are also opening exciting new-store combi¬ 
nations that link several related Foot Locker 
formats to give us a more effective mall pres¬ 
ence. In addition, we are planning to increase 
Foot Locker’s presence outside the malls in the 
United States. 


For 1997, we are planning aggressive growth for 
our Athletic Group with substantial new-store 

OPENINGS, PLUS REMODELINGS AND RELOCATIONS COM¬ 
BINED WITH STRONG MERCHANDISING INITIATIVES. 


Powerful Growth in the Athletic Group 
The Athletic Group, which includes about 
3,400 stores worldwide, has compiled an out¬ 
standing record of increased sales and profits in 
1996, a direct result of more effective mer¬ 
chandising programs as well as a substantially 
sharpened inventory position and dramatically 


We also plan to drive sales growth through new 
merchandise initiatives, expanding the distribu¬ 
tion of key items and increasing our apparel 
business. Apparel will receive more emphasis 
throughout all of our athletic formats, espe¬ 
cially in remodeled locations where we will 
recapture space no longer needed for stock- 
room purposes as a result of our slimmed-down 
inventory levels. We also plan to give increased 
attention to visual merchandising and will 
update our stores with fresh designs to best 
display our merchandise. 

Internationally, we plan to grow Foot Locker in 
Western Europe, Canada, and Australia. We 
will also be launching Foot Locker’s entry into 
Japan. This latter initiative will be led by a 
senior Foot Locker executive whose experience 
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and expertise will give us a strategic advantage 
in developing this market. Our approach 
to Japan is consistent with the success we have 
had over the past two years in positioning 
senior Athletic Group managers to head up 
key international operations. 

Our recent acquisition of Eastbay will be 
another engine of growth for the Athletic 
Group. Eastbay will provide an additional 
channel of distribution—direct marketing. 

We will be better able to serve our customers 
in existing formats by using catalogues to present 
broader and deeper merchandise assortments. 
Eastbay will benefit by having access to the 
strong vendor relationships and the merchan¬ 
dising and product development skills of the 
Athletic Group. 

Progress in Germany 
In 1996, we made progress in our general 
merchandise operations in Germany, but at a 
slower rate than we wanted. We will be better 
able to focus on these operations as a result of 
our dispositions of non-strategic specialty busi¬ 
nesses in Germany. While we succeeded in 
substantially reducing expenses in the German 
general merchandise operations, the one-time 
cost of work force reduction programs—which 
we expect to benefit these operations in future 
years—was very expensive. We also made 
progress on our initiatives to reduce and man¬ 
age inventory and to centralize purchasing 
processes. These efforts were complemented by 


We are making progress in our general merchandise 

OPERATIONS IN GERMANY AND THE UNITED STATES AS WE 
CONTINUE TO WORK ON OUR CORPORATE-WIDE INITIATIVES 


work we did to realign logistics and distribution 
activities. In addition, we sold non-strategic real 
estate to reduce our investment. We accom¬ 
plished all this despite the difficult economic 
environment in Germany, which continues to 
challenge our general merchandise stores. 

In 1997, we will continue to work on these 
same initiatives, and in addition, will expand 
our focus to include the redefinition and refine¬ 
ment of our merchandising processes. We have 
examined and analyzed our merchandise assort¬ 
ments and will be concentrating on transform¬ 
ing what was originally a store-driven culture to 
one that is driven by merchandise. 

Improvements in U.S. Woolworth 
We worked on many issues in our U.S. 
Woolworth general merchandise operations 
during 1996. These stores began to benefit 
from point-of-sale equipment, installed just the 
year before, and as a result, were able to more 
effectively monitor and plan sales. Information 
generated by the point-of-sale equipment 
also helped facilitate the shift to a centralized 
buying structure with a substantially reduced 
number of suppliers. Pricing policies and pro¬ 
motional strategies were also centralized. 
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During 1996, we tested a new strategic 
approach to our general merchandise business 
in the United States by creating a three-store 
pilot program in Wilmington, Delaware. We 
were encouraged by the pilot stores’ results. 

Our loyal customers, younger and more afflu¬ 
ent than we originally believed, were delighted 
to find better merchandise in brighter, cleaner 
stores. We plan to expand our pilot-store test 
to an additional 13 stores in 1997. 

We will intensify our efforts to better execute 
our strategy at store level throughout the U.S. 
Wool worth chain during 1997, and we will 
implement new programs to improve customer 
service, upgrade and monitor store upkeep, and 
better distribute and replenish merchandise. 


Based on their continued solid performance, 

WE WILL AGGRESSIVELY GROW THE FORMATS IN THE 

Northern Group in 1997. 


Strong Performance in the Northern Group 
The Northern Group of apparel concepts 
posted solid increases in sales and profits for 
1996. The four formats in this group target 
different members of the family: the Northern 
Reflections and Northern Traditions stores 
offer women’s sportswear and career apparel, 
Northern Elements provides menswear, and 
Northern Getaway, childrenswear. The 


Northern Group formats offer proprietary mer¬ 
chandise that is recognized by customers as 
having high quality, good value, and distinctive 
product design in stores throughout the United 
States and Canada. 

The continued strong performance of the 
Northern Group allows us to continue to 
aggressively expand these concepts in 1997, by 
adding 117 new or remodeled stores. We are 
also looking at maximizing productivity by 
remixing our real estate. Based on successful 
trials, we are putting Northern Group concepts 
together in certain mall locations. We devel¬ 
oped a new format, w The Complete Northern 
Experience,” combining a full range of the 
distinctive Northern merchandise for the entire 
family. These new, larger stores will feature a 
redesigned environment linking all the mer¬ 
chandise, and will have common stockrooms 
and shared cash registers for operating 
efficiencies. Synergies achieved by combining 
Northern Group formats in a single store allow 
us to be more productive while still maintain¬ 
ing our high sales per square foot. We are 
also revisiting the store design of individual 
Northern Group formats to ensure that they 
stay fresh and exciting. 

Specialty Footwear 

The Kinney shoe store chain in the United 
States and Canada, the FootQuarters chain of 
off-price branded family shoe stores in the 
United States, and our specialty footwear oper¬ 
ations in Australia are the principal businesses 
in the Specialty Footwear segment. 
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During 1996, we made progress in repositioning 
the Kinney chain. In 1997, we will continue to 
work on redefining merchandise assortments to 
better appeal to our target customer. We will 
also continue our program of remodeling 
Kinney stores in line with the new design we 
created. Over the past year, we have been 
encouraged by substantially improved results 
produced by both of these programs. In 1997, 
Kinney will no longer operate the shoe depart¬ 
ments in the Wal-Mart Canada stores under 
the Company’s agreement with Wal-Mart. 

We made a number of important changes in 
our specialty foorwear operations in Australia 
in 1996, including the implementation of mer¬ 
chandise planning and forecasting processes 
and organizational changes to refocus opera¬ 
tions. We expect that these actions will help 
this business in 1997. 

Other Businesses 

Other principal specialty businesses include 
the After Thoughts chain of costume jewelry 
stores and The San Francisco Music Box 
Company stores. Also included in this segment 


We have made strong progress in rebuilding 
Woolworth Corporation, and have created a 
strong financial platform from which to launch 
our plans for accelerated growth. 


are the Weekend Edition women’s apparel 
stores in Canada and the Randy River 
menswear stores in the United States and 
Canada. Other general merchandise businesses 
include The Bargain! Shop chain in Canada 
and the Woolworth Mexico general mer¬ 
chandise stores. 

Last year, we made significant improvements 
in our After Thoughts chain. Having cleared 
these stores of old merchandise that was not 
appealing to our young, trendy customers, 
we refocused merchandise assortments and 
developed exclusive product designed 
especially for these customers. This year, we 
are working on redesigning our stores to better 
showcase the new, more focused merchandise. 
We are also making progress in rebuilding 
The San Francisco Music Box Company chain. 
During 1996, this business made a significant 
improvement in its inventory investment and, 
as a result, is better positioned for 1997. 

We continue to work on our corporate-wide 
initiatives in all of our other businesses to enable 
them to produce returns that meet our standards. 
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Our plans for aggressive growth are supported 

BY 1 997 CAPITAL EXPENDITURES AT MORE THAN DOUBLE 
THE PRIOR YEAR’S LEVEL. 


Plans for an Exciting Future 

Over the past two years, we have made 
strong progress in rebuilding Wool worth 
Corporation, creating a sound financial 
platform from which to launch our plans for 
accelerated growth and expansion. These 
aggressive plans will be supported by capital 
expenditures of $285 million for 1997, more 
than double the amount spent the year before. 

We plan to invest in our high-performance 
businesses, like the Athletic and Northern 
Groups. And we will open new stores, remodel 
and relocate existing stores, and develop 
focused merchandise programs. We will also 
seek strategic acquisitions to support and 
enhance our growth strategies. 

We will continue to work on our general mer¬ 
chandise businesses in an effort to bring their 
returns to an acceptable level. The progress 
that we have made over the past two years con¬ 
firms that we are working on the right issues, 
and we will focus our attention on executing 
our strategies. 

Finally, we will continue to rebuild our infra¬ 
structure to benefit all operating businesses. We 
will move ahead on our logisdcs and distribution 


initiatives, we will continue to actively manage 
our real estate, both by increasing new stores 
and managing our existing base, and we will 
upgrade the quality of our information systems 
and human resource practices to enable us to 
function as a more integrated organization. 

We are grateful for the many shareholders who 
have recognized our progress. We are also 
grateful to our Board of Directors, whose sup¬ 
port has been enthusiastic and unwavering as 
we have moved ahead on our strategic initia¬ 
tives. We extend particular thanks to Helen 
Galland, a director since 1984, who is retiring 
this year. Helen, an experienced merchant, has 
brought to the Company the benefit of her 
years of experience and her passion for the retail 
business. We greatly appreciate Helen’s many 
contributions and will miss her wise counsel. 

High praise and sincere thanks are also due 
to our associates around the world whose 
dedication and hard work have made our 
achievements possible. We are looking forward 
to working together to transform Woolworth 
Corporation into an organization that is, in all 
respects, truly world-class. 



Roger N. Farah 

Chairman of the Board and Chief Executive Officer 

<$ aL S/. 

Dale W. Hilpert 

President and Chief Operating Officer 

April 9,1997 
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Management’s Discussion and Analysis of Financial Condition 
and Results of Operations 


The Company operates in two retail business segments, Specialty 
and General Merchandise. The Specialty segment includes the 
Athletic Group, the Northern Group, Specialty Footwear and 
Other Specialty. The General Merchandise segment includes 
operations in Germany, the United States and other countries. 
A summary of sales by segment, after reclassification for disposed 
operations, is as follows: 


(in millions) 

1996 

1995 

1994 

Specialty 

$5,159 

$4,958 

$4,757 

General Merchandise 

2,888 

3,125 

2,998 

Disposed operations 

45 

141 

483 


$8,092 

$8,224 

$8,238 


A summary of operating results (excluding corporate expense, 


interest expense and income 

taxes) by segment is as 

follows: 

(in millions) 

1996 

1995 

1994 

Specialty: 

Operating results before 
non-recurring items 

$489 

$ 300 

$272 

Charge for adoption of 

SFAS No. 121 

— 

(123) 

_ 

Net gain on sales of real estate 

1 

— 

— 

Disposed operations 

(43) 

(43) 

(32) 

Total operating results 

$447 

$ 134 

$240 

General Merchandise: 




Operating results before 
non-recurring items 

S (68) 

$ (91) 

$ 23 

Charge for adoption of 

SFAS No. 121 

_ 

(118) 

_ 

Net gain on sales of real estate 

34 

34 

41 

Disposed operations 

(2) 

— 

(30) 

Total operating results 

S (36) 

$(175) 

$ 34 

Total Company: 

Operating results before 
non-recurring items 

$421 

$ 209 

$295 

Charge for adoption of 

SFAS No. 121 

— 

(241) 

_ 

Net gain on sales of real estate 

35 

34 

41 

Disposed operations 

(45) 

(43) 

(62) 

Total operating results 

S411 

$ (41) 

$274 
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Sales 

Total Company sales of $8.1 billion in 1996 decreased 1.6 per¬ 
cent from sales of ,$8.2 billion in 1995. Excluding disposed 
operations and the effect of foreign currency fluctuations, total 
Company sales increased 0.7 percent as compared with 1995. 
Comparable-store sales increased by 0.3 percent in 1996. The 
Specialty segment sales of $5.2 billion in 1996 were 4.0 percent 
higher as compared with 1995 while the General Merchandise 
segment sales fell to $2.9 billion in 1996 as compared with $3.1 
billion in the prior year. 

Sales of $8.2 billion in 1995 were comparable with 1994. 
Excluding operations disposed in 1995 and the impact of 
foreign currency' fluctuations, sales increased by 2.0 percent as 
compared with 1994. Comparable-store sales decreased by 0.4 
percent in 1995. 

Operating Results 

The Company reported an operating profit of $41 1 million in 
1996 compared with an operating loss of $41 million in 1995. 
Operating profit before non-recurring items increased to 
$421 million in 1996 from $209 million in the prior year. Major 
contributing factors to this improvement were the positive 
sales performance by the Specialty segment, specifically in the 
Athletic Group, higher gross margins resulting from inventory 
improvement programs, and the continuing success of the 
Company’s expense management initiatives. The 1996 ratio of 
selling, general, and administrative expenses to sales declined by 
1.5 percentage points compared with 1995. The 1996 operating 
profit of $411 million includes a $33 million charge for severance 
and other costs incurred by the German general merchandise 
business to streamline its work force, which is expected to lower 
the future years’ expense levels. Operating results for 1996 also 
include a total reduction of $32 million in the restructuring reserve 
established in 1991 and the repositioning reserve established in 
1993. This adjustment was made to revise original estimates based 
on actual experience to date. 

The Company’s operating loss for 1995 was $41 million 
which included a non-cash pre-tax charge of $241 million 
arising from the adoption of SFAS No. 121, net gains from sales 
of real estate of $34 million, and a $43 million charge for 
disposed operations. Operating results for 1995 were also neg¬ 
atively impacted by inventor)' improvement programs which 
necessitated markdowns 34.8 percent higher than 1994. 

The Company made significant progress in 1996 and 1995 
toward its goal of reducing its under-performing stores and non- 
strategic properties. In 1996, the Company recognized gains on 
sales of non-strategic real estate of $35 million. The Company 
also sold or disposed of five businesses, the Accessory' Lady 
and Rx Place Drug Mart chains in the United States, the Silk 
& Satin chain in Canada, the Lady Plus and Rubin chains in 
Germany, as well as its investment in the New Yorker Slid 
business. In addition, the Company recently completed the 
disposition of the Gallery chain in Australia and its Moderna 
chain in Germany. This completed the disposition of all German 
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specialty operations. During 1995, the Company sold or disposed 
of four businesses. The cost related to disposed operations was 
$45 million in 1996 and $43 million in 1995. 

For the two-year period including 1995 and 1996, the 
Company opened 560 stores and closed 1,443 stores, of which 
806 were under-performing stores related to ongoing formats 
and 637 were from disposed operations. 

Segments 

The results by segment are as follows: 


SPECIALTY SEGMENT 
Athletic Group 


($ in millions) 

1996 

1995 

1994 

Sales 

$3,615 

$3,424 

$3,212 

Operating profit before 
non-recurring items 

$ 462 

$ 305 

$ 211 

Charge for adoption of 
SFASNo. 121 

_ 

(28) 

_ 

Disposed operations 

(D 

— 

— 

Operating profit 

$ 461 

$ 277 

$ 211 


Sales as a percentage of 


consolidated total 

45% 

42% 

39% 

Number of stores at year end 

3,394 

3,367 

3,389 

Selling square footage (millions) 

5.49 

5.29 

5.30 


The Athletic Group is the Company’s largest and most profitable 
business, whose major formats include the Foot Locker businesses: 
Foot Locker, Lady Foot Locker, Kids Foot Locker, World Foot 
Locker, as well as Champs Sports and Going to the Game! 
These stores are in North America, Europe, Asia and Australia. 
As the largest retailer of branded athletic footwear and apparel 
in the United States, the Athletic Group had record worldwide 
sales of $3.6 billion in 1996, representing an increase of $191 
million, or 5.6 percent, compared w r ith 1995. Comparable- 
store sales growth was 5.0 percent in 1996. These higher sales, 
combined with higher gross margins, lower operating expenses 
and successful inventory management, generated an operating 
profit of $462 million as compared with an operating profit of 
$305 million in the prior year (before non-recurring items). The 
current year’s results are reflective of the continuing three-year 
trend of record sales and operating profits. 

The Athletic Group is well-poised to continue this upward trend 
through innovative merchandising initiatives and aggressive expan¬ 
sion plans. In excess of $100 million has been allocated in 1997 
for approximately 250 new store openings and 300 store remod¬ 
elings and relocations in the Athletic Group. Storage space will be 
reallocated to retail space as part of the Company’s remodeling 
effort. Domestically, the Athletic Group will be continuing its 
“Triplex” and “Combo” store concepts, which leverage the presence 

12 . 


of different Foot Locker and Champs Sports stores in one loca¬ 
tion. The Company also intends to grow its apparel business 
through increased merchandise assortment and strengthening 
relationships with vendors. Internationally, the Athletic Group has 
aggressive expansion plans, particularly in Europe. 

In 1995, the Athletic Group reported sales of $3.4 billion, 
an increase of 6.6 percent compared with 1994. Comparable- 
store sales growth was 4.0 percent in 1995. Operating profit 
before non-recurring items in 1995 was $305 million, repre¬ 
senting a 44.5 percent increase over the prior year. All formats 
showed performance improvement, particularly those in Europe. 


Northern Group 


($ in millions) 

1996 

1995 

1994 

Sales 

$426 

$367 

$320 

Operating profit before 
non-recurring items 

$ 42 

$ 38 

$ 38 

Charge for adoption of 

SFAS No. 121 

_ 

(6) 

_ 

Operating profit 

$ 42 

$ 32 

$ 38 

Sales as a percentage of 

consolidated total 

5% 

4% 

4< 

Number of stores at year end 

760 

692 

622 

Selling square footage (millions) 

1.27 

1.19 

1.04 


The Northern Group consists of four formats: Northern 
Reflections, Northern Traditions, Northern Getaway, and 
Northern Elements. These stores sell specialty apparel in Canada 
and the United States, specializing in a range of casual and career 
apparel for women, and casual apparel for men and children. 
Of the 760 Northern Group stores in operation at January 25, 
1997, 398 stores are located in Canada and 362 stores are in the 
United States. The Northern Group is the Company’s fastest 
growing business with sales of $426 million reported in 1996, 
an increase of 16.1 percent compared with the prior year. This 
increase was driven by 81 new store openings and comparable- 
store sales gains of 4.0 percent. Operating profit before non¬ 
recurring items in 1996 was $42 million as compared with $38 
million in 1995. The Northern Group has developed “The 
Complete Northern Experience” concept which links each of 
the four store formats together in contiguous space in a mall, 
creating cross-shopping opportunities and operating efficiencies. 
With the planned rollout of this new concept, in conjunction 
with the introduction of new merchandise categories and 
planned new store openings, the Company expects the growth 
in sales and operating performance of the Northern Group to 
continue. To facilitate this expansion, the Company has 
increased this group’s capital expenditure budget to accom¬ 
modate approximately 75 planned new store openings, includ¬ 
ing The Complete Northern Experience concept. 
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Sales for 1995 increased by 14.7 percent over 1994, as a result 
of the opening of 80 new stores together with a slight increase in 
comparable-store sales. Operating profit for the year, prior to the 
$6 million charge for the adoption of SFAS No. 121, reflected 
increased markdowns under inventory improvement programs. 


Specialty Footwear 


(S in millions) 

1996 

1995 

1994 

Sales 

$721 

$729 

$763 

Operating profit (loss) before 
non-recurring items 

S(11) 

$(18) 

$ 33 

Charge for adoption of 

SFAS No. 121 

_ 

(43) 

_ 

Net gain on sales of real estate 

1 

— 

— 

Operating profit (loss) 

s (10) 

$(61) 

$ 33 


Sales as a percentage of 


consolidated total 

9% 

9% 

9' 

Number of stores at year end 

1,199 

1,382 

1,440 

Selling square footage (millions) 

1.97 

2.66 

2.70 


Specialty Footwear consists of various footwear store formats in 
the United States, Canada, Germany and Australia, the largest 
of which is the Kinney shoe store chain operating in the United 
States and Canada. Sales of $721 million in 1996 represented 
a slight decline over the prior year’s performance, mainly due 
to the closing of 85 under-performing stores and a 1.0 percent 
decline in comparable-store sales. The current year’s operating 
loss improved by $7 million as compared with 1995 (before non¬ 
recurring items). The 1996 operating loss includes a positive 
adjustment of $11 million arising from a re-evaluation of the 
repositioning reserves originally established in 1993. The 1993 
charge reflected the estimated cost to close under-performing 
specialty footwear stores in the United States or convert them 
to other formats. The 1996 adjustment was made for revisions 
to original estimates of operating expenses, severance and other 
personnel-related costs. The Company is developing new store 
designs and merchandise assortments to improve the results of 
this group and in 1997, the Company plans to remodel or relo¬ 
cate approximately 50 specialty footwear stores. 

The Specialty Footwear group’s 1995 sales decreased by 4.5 per¬ 
cent as compared to 1994. This sales decline was due to the clos¬ 
ing of 35 Kinney stores, partially offset by increased sales in the 
leased shoe departments in Canadian Wal-Mart stores. Under the 
terms of an agreement with Wal-Mart, effective at the close of busi¬ 
ness on January 25, 1997, the Company will no longer operate 
these departments. These businesses generated sales and operat¬ 
ing profit in 1996 of $103 million and $8 million, respectively. 


Wocxworrw Coworahon 19% Report 


Results of operations in 1995 reflected higher markdowns as 
compared to 1994 as a result of inventory reduction programs 
to clear aged merchandise. Operating results for 1995 were also 
negatively impacted by a $43 million charge for the adoption 
of SFAS No. 121. 


Other Specialty 


(S in millions) 

1996 

1995 

1994 

Sales 

$397 

$438 

$462 

Disposed operations 

45 

141 

483 

Total sales 

$442 

$ 579 

$945 

Operating loss before 
non-recurring items 

S (4) 

$ (25) 

$(10) 

Charge for adoption of 

SFAS No. 121 

_ 

(46) 

_ 

Disposed operations 

(42) 

(43) 

(32) 

Operating loss 

S (46) 

$(114) 

$(42) 


Sales as a percentage of 


consolidated total 

5% 

7% 

12% 

Number of stores at year end 

1,379 

1,715 

2,151 

Selling square footage (millions) 

1.24 

1.74 

3.15 


Other Specialty consists of non-footwear specialty chains includ¬ 
ing After Thoughts, The San Francisco Music Box Company 
and The Best of Times. After Thoughts offers moderately priced 
costume jewelry and accessories. The San Francisco Music Box 
Company features music boxes and gifts. The Best of Times 
stores carry a large assortment of watches and clocks. 

Sales declined by $137 million in 1996 as compared with 
1995. This decline in sales was mainly attributable to the 
closing of 352 stores, of which 271 stores primarily related to 
disposed businesses and 81 were under-performing stores from 
ongoing businesses. In the United States, the Accessory Lady 
and Rx Place Drug Mart businesses were discontinued and the 
Company sold its Silk & Satin chain in Canada and its Rubin 
and Lady Plus chains in Germany. Operating results improved 
in 1996 due to the closure of under-performing stores, higher 
margins related to a better mix of current merchandise, and lower 
expense levels as a result of expense management programs. The 
Company plans to further improve operating results of the 
remaining businesses by improving merchandise assortments and 
in-store visual presentation and by continuing with its suc¬ 
cessful expense management programs. There will also be a focus 
on ongoing store remodeling and relocation. 

Sales declined by $366 million in 1995 as compared with 
1994. This was mainly attributable to the closing of493 stores, 
of which 357 stores related to disposed businesses and 136 
were under-performing stores from ongoing businesses. In 
Canada, the Karuba business and the Canary Island businesses 
were discontinued. The majority of the Canary Island stores were 
converted to Northern Elements stores. The 1995 operating loss 
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increased due to lower comparable-store sales, declines in gross 
margins due to heightened promotional activity in the 
Company’s costume jewelry businesses and costs associated 
with store closures. Operating results for 1995 included a 
charge of $46 million for the adoption of SFAS No. 121. 

GENERAL MERCHANDISE SEGMENT 

Woohvorth is the Company’s principal general merchandise for¬ 
mat in Germany, the United States and Mexico. The Bargain! 
Shop chain is the Canadian general merchandise format. 


Germany 


(S in millions) 

1996 

1995 

1994 

Sales 

$1,624 

$1,733 

$1,476 

Operating loss before 
non-recurring items 

s (30) 

S (30) 

$ (16) 

Charge for adoption of 

SFAS No. 121 

_ 

(57) 

_ 

Net gain on sales of real estate 

27 

6 

37 

Disposed operations 

1 

— 

— 

Operating profit (loss) 

s ( 2 ) 

$ (81) 

$ 21 

Sales as a percentage of 

consolidated total 

20% 

21% 

18% 

Number of stores at year end 

374 

368 

353 

Selling square footage (millions) 

4.72 

4.71 

4.43 


Woolworth Germany’s sales of $1.6 billion in 1996, were 
6.3 percent less than last year. Excluding the impact of foreign 
exchange fluctuations, sales decreased 1.2 percent, while 
comparable-store sales declined by 3.1 percent. This business 
operates within a difficult retail environment, mainly due to the 
economic recession since reunification. The high unemployment 
levels and record low levels of consumer spending are reflected 
in this year’s performance. Operating results, however, have 
improved since 1995. The Company’s current year focus on 
expense management was very successful. The German invest¬ 
ment base was also reduced through sales of non-strategic real 
estate resulting in net gains of $27 million. With the introduction 
of new senior management at Woolworth Germany, redefini¬ 
tion of merchandise assortment, centralization of purchasing and 
continued focus on expense management, the Company is 
expecting future improvement in results. As part of a Woolworth 
Germany initiative to operate with a more flexible, smaller 
work force, the Company incurred a charge of $33 million for 
severance and other costs associated with transferring associates 
from full-time to part-time employment. Before these costs, the 
1996 operating profit was $3 million. 

In 1995, sales increased 17.4 percent from 1994 levels, 
reflecting a stronger German mark at that time. Excluding the 
impact of foreign currency fluctuations, those sales increased 4.3 
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percent primarily as a result of opening new stores. The oper¬ 
ating loss in 1995 was $81 million (including the $57 million 
charge for the adoption of SFAS No. 121) as compared with an 
operating profit of $21 million in 1994. The 1995 and 1994 
operating results included $6 million and $37 million, respec¬ 
tively, of net gains from the sales of real estate. 


United States 


(S in millions) 

1996 

1995 


1994 

Sales 

$1,044 

SI,150 

$1,240 

Operating profit (loss) before 
non-recurring items 

s (37) 

$ (58) 

$ 

33 

Charge for adoption of 

SFAS No. 121 

_ 

(25) 


_ 

Net gain on sales of real estate 

7 

28 


4 

Operating profit (loss) 

S (30) 

$ (55) 

$ 

37 

Sales as a percentage of 

consolidated total 

13% 

14% 


15' 

Number of stores at year end 

439 

437 


448 

Selling square footage (millions) 

7.43 

7.41 


7.62 


Sales for the U.S. general merchandise group in 1996 decreased 
9.2 percent as compared to 1995 coupled with a comparable-store 
sales decline of 7.0 percent. The overall sales decline resulted from 
both a difficult retail environment and a comparable-store sales 
decline impacted bv the discontinuance of certain unprofitable 
merchandise categories. 

The operating loss in 1996, before non-recurring items, was 
$37 million. Although an improvement as compared to the prior 
year, the loss resulted from a combination of lower-than-expected 
sales, a decline in gross margins and slower-than-anticipated 
results from merchandising initiatives. This includes a positive 
adjustment of $21 million to the restructuring and reposi¬ 
tioning reserves established in 1991 and 1993 for the U.S. 
general merchandise operations. The adjustment was made for 
revisions to original estimates based on actual experience relat¬ 
ing to lease costs, operating expenses, severance and other per¬ 
sonnel-related costs. Prior to this adjustment, operating results 
for 1996 were comparable with 1995. To improve the 
Company’s competitive position, the 1997 plan includes the roll 
out of the recently tested prototype format, which has gener¬ 
ated encouraging results to date. 

Sales for 1995 decreased 7.3 percent as compared with 1994 
and comparable-store sales declined 5.2 percent. Operating 
results in 1995 compared unfavorably with 1994, mainly due 
to the inventory reduction programs undertaken to clear 
aged inventories. 

Operating results included a LIFO credit of $4 million in 
1996, a LIFO charge of $5 million in 1995, and a LIFO credit 
of $8 million in 1994. 
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Other 


(S in millions ) 

1996 

1995 

1994 

Sales 

$220 

$242 

$282 

Operating profit (loss) before 
non-recurring items 

S (D 

$ (3) 

$ 6 

Charge for adoption of 

SFASNo. 121 

— 

(36) 

_ 

Disposed operations 

(3) 

— 

(30) 

Operating loss 

$ (4) 

S (39) 

$(24) 

Sales as a percentage of 

consolidated total 

3% 

3% 

39i 

Number of stores at year end 

201 

217 

226 

Selling square footage (millions) 

3.52 

3.39 

3.50 


Interest Expense 


(S m millions ) 

1996 

1995 

1994 

Interest expense 

$ 73 

$ 119 

$ 107 

Weighted-average interest rate 
during the year: 




Short-term debt: 

Without facility fees 

6.0% 

6.8% 

5.4% 

With facility fees 

16.7% 

9.2% 

6.1% 

Long-term debt 

7.7% 

8.1% 

7.3% 

Total debt 

7.4% 

8.8% 

6.3% 

Short-term debt outstanding 
during the year: 




High 

$302 

$1,043 

$1,478 

Weighted-average 

$111 

$ 804 

$1,081 


Other general merchandise includes The Bargain! Shop stores 
in Canada and the Woolworth general merchandise stores in 
Mexico. Sales in 1996 decreased by 9.1 percent as compared with 
1995 and by 6.2 percent, excluding the impact of foreign 
exchange fluctuations. Sales in Canada declined primarily as a 
result of closing 16 stores, while the impact of exchange rate 
fluctuations accounted for most of the sales decline in Mexico. 
Operating results for 1996 are comparable with 1995 before non¬ 
recurring items. Despite declines in sales, the operating loss was 
held to comparable levels as a result of expense management in 
both Canada and Mexico. 

Sales decreased by 14.2 percent in 1995 as compared to 
1994. The 1995 increase in Canadian general merchandise 
sales was more than offset by a reduction in Mexican sales aris¬ 
ing from lower exchange rates following the peso devaluation. 
Additionally, 1995 operating results were negatively impacted 
by higher promotional markdowns in both operations. 

Costs and Expenses 

Corporate Expense 

Corporate expense totaled $58 million, $73 million and $71 
million in 1996, 1995 and 1994, respectively. The reduction 
in the 1996 expense reflects lower severance and other pay¬ 
roll costs and distribution center consolidation savings as well 
as reduced legal and other professional fees. The 1995 expense 
included severance and related costs arising from the consoli¬ 
dation of accounting centers, the closing of three distribution 
centers, and other corporate reorganization costs. The 1994 
expense included severance costs, Special Committee of the 
Board of Directors investigation fees, and costs to consolidate 
accounting centers. 


In 1996, interest expense was reduced by 39 percent primarily 
as a result of significantly lower borrowing levels. In 1996, the 
Company successfully reduced total outstanding debt levels by 
$116 million. Weighted-average short-term debt fell by $693 mil¬ 
lion, or 86.2 percent, as compared with 1995. The difference 
between the short-term weighted-average rate excluding facility 
fees and including facility fees was due to lower average borrowing 
levels during the course of the year. In early 1997, the Company 
reduced its revolving credit facility from $1 billion to $500 mil¬ 
lion. This will result in lower borrowing costs in future years. 

In 1995, the Company reduced total debt outstanding by 
$475 million, with the short-term debt component decreasing 
by $784 million as compared with 1994 levels. Net interest 
expense increased to $119 million, however, due to higher 
weighted-average borrowing costs including the cost of debt refi¬ 
nanced, offset partially by the impact of lower borrowing levels. 

Liquidity and Capital Resources 

Cash Flow 

Cash flow from operations of $468 million in 1996 decreased 
from $520 million in 1995, resulting primarily from the more 
significant decline in merchandise inventories in 1995. The 
Company's lower cost structure and improved earnings con¬ 
tributed to positive cash flow from operations. Other significant 
sources and uses of cash included proceeds from sales of real estate 
and dispositions of specialty’ businesses, predominantly in 
Germany. 

The most significant use of cash in 1996 was for the 
Company's capital expenditures program which concentrated 
on new store openings and remodeling of existing facilities, par¬ 
ticularly in the Athletic and Northern Groups which opened in 
excess of 200 stores. Cash used in financing activities reflects pay¬ 
ments of short and long-term debt obligations. 
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The Company’s strong cash position as of January 25, 1997 
supported the January 30, 1997 acquisition of Eastbay, Inc., 
(“Eastbay”), a leading U.S. catalogue company specializing in 
the direct marketing of athletic goods, for a purchase price of 
approximately $140 million. 

In 1995 and 1994, cash provided by or used in operating activ¬ 
ities together with available revolving credit facilities and other 
long-term financing provided the needed resources to support 
seasonal working capital requirements, store openings and 
other capital expenditures. 

Net cash provided by operations in 1995 reflected the positive 
impact of inventory and cost reduction programs. Net cash used 
in investing activities reflected capital expenditures and European 
investments, partially offset by cash proceeds from the sale of assets. 
Net cash used in financing activities reflected debt principal 
repayment and the payment of the common stock dividend. 

Cash provided by operating activities in 1996 and 1995 was 
adequate to fund substantially all investing and financing activ¬ 
ities. In the two-year period, the Company was able to gener¬ 
ate $988 million from operating activities which was more 
than $250 million in excess of funding requirements for its 
investing and financing activities over the period. This cash flow 
from operations, along with anticipated cash flow from future 
operations, will support the Company’s strategic initiatives to 
grow its businesses through reinvestment. 

In 1994, operating activities, capital expenditures and divi¬ 
dend payments were funded by sales of assets and borrowings. 

Future cash flows from operating activities are expected to be 
sufficient to cover any short-term and long-term debt and capi¬ 
tal lease repayment obligations as well as the planned increase 
in capital expenditures. Planned capital expenditures for 1997 
are approximately $285 million, of which $138 million relates 
to new store openings and modernization of existing stores, $67 
million relates to the development of management information 
systems and $80 million relates to distribution centers and 
other support facilities. 

Capital Structure 

The Company’s improved financial condition is expected to 
provide a solid base for growth opportunities and enhanced 
financial flexibility. During 1996, the Company was again able 
to reduce overall borrowings. Short-term debt was eliminated and 
approximately $26 million of long-term debt was repaid before 
year end. 

In early 1997, the Company and its bankers finalized mod¬ 
ifications to its domestic revolving credit agreement. At the 
Company’s election, the previous $1 billion facility was reduced 
to a $500 million facility available through 2002. Manage¬ 
ment believes current domestic and international credit facilities 
and cash provided by operations will be adequate to finance its 
working capital requirements and support the development of 
the Company’s short and long-term strategies. At year end, the 
entire amount of the credit facility was unused. 


The Company has a registration statement filed with the 
Securities and Exchange Commission which allows for the 
additional issuance of up to $360 million of debt securities and 
warrants to purchase debt securities. Depending on market 
condidons and capital needs, addidonal long-term financing may 
be utilized. 

For purposes of calculating debt to total capitalization, the 
Company includes the present value of operating lease com¬ 
mitments. These commitments are the primary financing vehi¬ 
cle used to fund store expansion. The following table sets forth 
the components of the Company’s capitalization, both with and 
without the present value of operating leases: 


(S in millions) 

1996 

1995 

Short-term debt 

$ — 

S 69 

Long-term debt and capital lease obligations 

597 

644 

Present value of operating leases 

2,036 

2,136 

Total debt 

2,633 

2,849 

Shareholders’ equity 

1,334 

1,229 

Total capitalization 

$3,967 

$4,078 

Debt capitalization percent 

66% 

70% 

Debt capitalization percent without 
operating leases 

31% 

37% 

As a result of the Company’s earnings, positive cash flow 
trend and store dispositions, the debt to capital ratio improved 
to 66 percent from 70 percent in 1995. Total debt (including 
the present value of operating leases) decreased by $216 million 
in 1996 and shareholders’ equity increased due to the current 
year net income of $ 169 million offset by a foreign currency trans¬ 
lation adjustment of $61 million. Management’s objective is to 
further reduce its ratio of debt to capitalization. 

Credit Ratings 

The Company’s debt credit ratings are as 

follows: 



1996 

1995 

Commercial Paper: 

Standards & Poor’s 

A-3 

A-3 

Moody’s Investors Service 

Long-Term Debt: 

P3 

P3 

Standards & Poor’s 

BBB- 

BBB- 

Moody’s Investors Service 

Baa3 

Baa2 
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Strategic Plan 

The financial structure of the Company has strengthened over 
the past two years and is expected to provide the platform from 
which to execute its strategies for future growth, including new 
store openings, remodeling of existing facilities, strategic acqui¬ 
sitions and infrastructure investments to benefit all businesses. 
Its return on investment has increased to 6.9 percent from 
3.6 percent in 1994. 

The Company’s progress in implementing its strategic plan 
initiatives and improving its financial and operational health is 
evidenced by the current year’s performance and resultant 
improved financial condition. During the year, the Company 
significandy reduced operating costs, lowered its working capital 
needs through enhanced inventory management and distri¬ 
bution, reduced outstanding debt levels, and disposed of non- 
strategic investments. Also, operating expense reductions are 
ahead of the Company’s four-year goal, inventory levels are down 
and aged inventory has been dramatically reduced. 

Strategic initiatives like the acquisition of Eastbay will provide 
the Company with the opportunity to more effectively service 
many of its customers through direct marketing and will enable 
it to capitalize upon the existing vendor relationships and prod¬ 
uct development capabilities of the Athletic Group. 

In 1997 and beyond, the Company expects to further its long 
term objectives by continuing to dispose of non-strategic busi¬ 
nesses and real estate, and focus on opportunities with the 
highest potential returns, optimizing the use of Company¬ 
wide resources. 

Seasonality 

The Company’s retail businesses are highly seasonal in nature. 
Historically, the greatest proportion of sales and net income is 
generated in the fourth quarter and the lowest proportion of sales 
and net income is generated in the first quarter, reflecting sea¬ 
sonal buying patterns. 
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Consolidated Statements of Operations 


(in millions, except per share amounts) 

1996 

1995 

1994 

Sales 

$8,092 

$8,224 

$8,238 

Costs and Expenses 




Cost of sales 

5,581 

5,735 

5,626 

Selling, general and administrative expenses 

2,006 

2,166 

2,231 

Depreciation and amortization 

187 

239 

233 

Interest expense 

73 

119 

107 

Other income 

(35) 

(43) 

(55) 

Adoption of accounting standard for impairment of long-lived assets 

— 

241 

— 


7,812 

8,457 

8,142 

Income (Loss) before Income Taxes 

280 

(233) 

96 

Income tax expense (benefit) 

111 

(69) 

49 

Net Income (Loss) 

$ 169 

$ (164) 

$ 47 

Net Income (Loss) per Common Share 

$ 1.26 

$ (1.23) 

$ .36 


See Accompanying Notes to Consolidated Financial Statements on pages 23 to 34. 


18 . 


Wool worth Co* portion 1996 Annum Rfpcwt 












Consolidated Balance Sheets 


(in millions ) 

1996 

1995 

Assets 



Current Assets 



Cash and cash equivalents 

S 321 

$ 13 

Merchandise inventories 

1,269 

1,364 

Other current assets 

233 

241 


1,823 

1,618 

Property and Equipment, net 

1,058 

1,225 

Deferred Charges and Other Assets 

595 

663 


$3,476 

$3,506 

Liabilities and Shareholders' Equity 



Current Liabilities 



Short-term debt 

s — 

S 69 

Accounts payable 

334 

321 

Accrued liabilities 

505 

426 

Current portion of long-term debt and obligations under capital leases 

17 

25 


856 

841 

Long-Term Debt and Obligations under Capital Leases 

580 

619 

Deferred Taxes 

58 

88 

Other Liabilities 

648 

729 

Shareholders' Equity 

1,334 

1,229 

Commitments 




$3,476 

$3,506 


See Accompanying Notes to Consolidated Financial Statements on pages 23 to 34. 
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Consolidated Statements of Shareholders’ Equity 



1996 


1995 


1994 


( shares in thousands, amounts in millions) 

Shares 

Amount 

Shares 

Amount 

Shares 

Amount 

Preferred Stock 

$2.20 Series A Convertible Preferred, par value 
$ 1 per share, 7 million shares authorized 

Outstanding at beginning of year 

97 

s - 

101 

$ — 

109 

$ i 

Converted during year 

(97) 

— 

(4) 

— 

(8) 

(i) 

Outstanding at end of year 


— 

97 

— 

101 

— 

Common Stock and Paid-In Capital 

Par value $.01 per share, 

500 million shares authorized 

Issued at beginning of year 

133,051 

290 

132,505 

282 

131,926 

277 

Issued upon conversion of preferred shares 

461 

— 

21 

— 

47 

1 

Issued under employee stock plans 

535 

9 

525 

7 

532 

4 

Issued at end of year 

134,047 

299 

133,051 

289 

132,505 

282 

Common stock in treasury at beginning of year 

— 

— 

— 

— 

(3) 

— 

Acquired at cost 

— 

— 

— 

— 

(200) 

(3) 

Reissued under employee stock plans/agreements 

— 

— 

— 

— 

3 

— 

Restricted stock 

— 

— 

— 

— 

200 

3 

Common stock in treasury at end of year 

— 

— 

— 

— 

— 

— 

Amortization of stock issued under restricted 







stock option plan 

— 

i 

— 

1 

— 

— 

Redemption of preferred stock 

— 

(D 

— 

— 

— 

— 

Common stock outstanding and paid-in capital 
at end of year 

134,047 

299 

133,051 

290 

132,505 

282 

Retained Earnings 

Balance at beginning of year 


891 


1,055 


1,106 

Net income (loss) 


169 


(164) 


47 

Change in subsidiaries’ year end 

Cash dividends declared: 


(10) 


— 



Common stock 


— 


— 


(98) 

Preferred stock 


— 


— 


— 

Balance at end of year 


1,050 


891 


1,055 

Shareholders’ Equity before Adjustments 


1,349 


1,181 


1,337 

Foreign Currency Translation Adjustment 

Balance at beginning of year 


83 


31 


(4) 

Aggregate translation adjustment, net of 
deferred tax benefit 


(61) 


52 


35 

Balance at end of year 


22 


83 


31 

Minimum Pension Liability Adjustment 

Balance at beginning of year 


(35) 


(10) 


(31) 

Change during year, net of deferred tax benefit 


(2) 


(25) 


21 

Balance at end of year 


(37) 


(35) 


(10) 

Total Shareholders’ Equity 


51,334 


$1,229 


$1,358 


See Accompanying Notes to Consolidated Financial Statements on pages 23 to 34. 
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Consolidated Statements of Cash Flows 

(in millions) 

1996 

1995 

1994 

From Operating Activities 




Net income (loss) 

S 169 

$(164) 

S 47 

Adjustments to reconcile net income (loss) to net cash provided by (used in) 




operating activities: 




Depreciation and amortization 

187 

239 

233 

Adoption of accounting standard for impairment of long-lived assets 

— 

241 

— 

Change in deferred taxes 

18 

(100) 

66 

Gain on sales of real estate 

(35) 

(34) 

(41) 

Change in assets and liabilities, net of acquisitions: 




Merchandise inventories 

63 

287 

(24) 

Accounts payable 

22 

(45) 

(506) 

Repositioning and restructuring reserves 

(63) 

(63) 

(185) 

Other, net 

107 

159 

70 

Net cash provided by (used in) operating activities 

468 

520 

(340) 

From Investing Activities 




Proceeds from sales of real estate 

53 

110 

5 

Capital expenditures 

(134) 

(167) 

(218) 

Cost of acquisitions, net of cash acquired 

— 

(10) 

— 

Purchase of investments 

— 

(64) 

— 

Proceeds from sales of assets and investments 

26 

33 

376 

Net cash (used in) provided by investing activities 

(55) 

(98) 

163 

From Financing Activities 




(Decrease) increase in short-term debt 

(69) 

(784) 

321 

Proceeds from issuance of long-term debt 

— 

332 

— 

Principal payments of long-term debt 

(19) 

(21) 

(33) 

Reduction in capital lease obligations 

(6) 

(6) 

(5) 

Issuance of common stock 

7 

7 

7 

Purchase of treasury stock 

— 

— 

(3) 

Dividends paid 

— 

(20) 

(116) 

Net cash (used in) provided by financing activities 

(87) 

(492) 

171 

Effect of Exchange Rate Fluctuations on Cash and Cash Equivalents 

(18) 

11 

21 

Net Change in Cash and Cash Equivalents 

308 

(59) 

15 

Cash and Cash Equivalents at Beginning of Year 

13 

72 

57 

Cash and Cash Equivalents at End of Year 

S 321 

$ 13 

$ 72 

Cash Paid During the Year: 




Interest 

S 59 

$ 108 

$ 98 

Income taxes 

S 55 

$ 23 

$ 26 


See Accompanying Notes to Consolidated Financial Statements on pages 23 to 34. 
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Management’s Report 


Independent Auditors’ Report 


The integrity and objectivity of the financial statements and other 
financial information presented in this annual report are the 
responsibility of management of the Company. The financial 
statements have been prepared in conformity with generally 
accepted accounting principles and necessarily include amounts 
based on the best estimates and judgment of management. 

The Company maintains accounting systems and related 
internal policies and procedures designed to provide reasonable 
assurance that assets are safeguarded, transactions are executed 
in accordance with management’s authorization and are prop¬ 
erly recorded, and accounting records may be relied upon for 
the preparation of financial statements and other financial 
information. The design, monitoring and revision of internal 
accounting control procedures involve, among other things, 
management’s judgment with respect to the relative costs and 
expected benefits related to specific control measures. The 
Company also maintains an internal audit group which evalu¬ 
ates and formally reports on the adequacy and effectiveness of 
internal accounting controls, policies and procedures. 

The Company’s financial statements have been audited by 
KPMG Peat Marwick LLP, the Company’s independent audi¬ 
tors, whose report expresses their opinion with respect to the 
fairness of the presentation of the statements. 

The Audit Committee of the Board of Directors, which is com¬ 
prised solely of directors who are not officers or employees of the 
Company, meet regularly with the Company’s management, 
internal auditors and legal counsel, and KPMG Peat Marwick LLP 
to review the activities of each group and to satisfy itself that each 
is properly discharging its responsibility. In addition, the Audit 
Committee meets on a periodic basis with KPMG Peat Marwick 
LLP, without management’s presence, to discuss the audit of the 
financial statements as w r ell as other auditing and financial report¬ 
ing matters. The Company’s internal auditors and independent 
auditors have direct access to the Audit Committee. 



ROGER N. FARAH, Chairman of the Board and Chief Executive Officer 

0$ ak> J? 

DALE W. HILPERT. President and Chief Operating Officer 


CilAjOXUAJ d<Ju. AJteO 


ANDREW P. HINES, Senior Vice President and Chief Financial Officer 


April 9. 1997 



Peat Marwick llp 


To the Board of Directors 
and Shareholders of 
Woolworth Corporation 


We have audited the accompanying consolidated balance sheets 
of Woolworth Corporation and subsidiaries as of January 25, 
1997 and January 27, 1996, and the related consolidated state¬ 
ments of operations, shareholders’ equity, and cash flows for the 
years then ended, appearing on pages 18 through 34. These 
consolidated financial statements are the responsibility' of 
Woolworth Corporation’s management. Our responsibility 
is to express an opinion on these consolidated financial state¬ 
ments based on our audits. The accompanying consolidated 
financial statements of Woolworth Corporation and subsidiaries 
as of and for the year ended January 28, 1995 w'ere audited by 
other auditors whose report thereon dated March 8, 1995, 
expressed an unqualified opinion on those statements. 

We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and sig¬ 
nificant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the January 25, 1997 and January 27, 1996 
consolidated financial statements referred to above present fairly, 
in all material respects, the financial position of Woolworth 
Corporation and subsidiaries as of January 25, 1997 and 
January 27, 1996, and the results of its operations and its cash 
flows for the years then ended in conformity' with generally 
accepted accounting principles. 

As discussed in note 3 to the consolidated financial state¬ 
ments, in 1995 Woolworth Corporation adopted Statement of 
Financial Accounting Standards No. 121, “Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to 
Be Disposed Of.” 


New York, NY 
March II, 1997 
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Notes to Consolidated Financial Statements 


1 Summary of Significant Accounting Policies 

Basis of Presentation 

The consolidated financial statements include the accounts of 
Woolworth Corporation and its domestic and international sub¬ 
sidiaries, all of which are wholly owned. All significant inter¬ 
company amounts have been eliminated. The preparation of 
financial statements in conformity' with generally accepted 
accounting principles requires management to make estimates 
and assumptions relating to the reporting of assets and liabili¬ 
ties and the disclosure of contingent liabilities at the date of the 
financial statements, and the reported amounts of revenue and 
expense during the reporting period. Actual results are not 
expected to differ significantly from those estimates. 

Reporting Year 

I he reporting period for the Company and its subsidiaries 
is the 52 or 53 week period ending on the last Saturday in 
January, with the exception of the Mexican and certain European 
operations, which have a reporting year ending on December 31. 

I he 1996, 1995, and 1994 reporting years represent the 52 
weeks ended January 25, 1997, January 27, 1996, and January 
28, 1995, respectively. 

In 1996, the Company changed the reporting period for its 
German operations from a calendar year ending December 31 
to the 52 week period ending on the last Saturday in January. 

I he results of operations for the period from January' 1 through 
January 25, 1997 amounted to a loss of approximately $10 
million. This loss was charged to retained earnings during the 
year in order to report only 12 months’ operating results. 

Cash and Cash Equivalents 

I he Company considers all highly liquid investments with 
remaining maturities of three months or less when purchased 
to be cash equivalents. 

Merchandise Inventories 

Merchandise inventories are valued at the lower of cost or mar¬ 
ket using the retail method. Cost is determined on the last-in, 
first-out (LIFO) basis for most domestic inventories, and the 
first-in, first-out (FIFO) basis for international inventories. 

Property and Equipment 

Significant additions and improvements to property and equip¬ 
ment are capitalized. Maintenance and repairs arc charged to 
current operations as incurred. 

Depreciation and Amortization 

Owned property and equipment is depreciated on a straight- 
line basis over the estimated useful lives of the assets: 25 to 45 
years for buildings and 3 to 10 years for furniture, fixtures and 
equipment. Leased property' and equipment under capital leases 
and improvements to leased premises are amortized on a 
straight-line basis over the lesser of the life of the asset or the 
remaining term of the lease. 
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Goodwill 

Excess purchase price over the fair value of assets acquired is 
amortized on a straight-line basis over periods not exceeding 40 
years. Recoverability of goodwill is evaluated based upon esti¬ 
mated future profitability' and cash flows. 

Derivative Financial Instruments 

Derivative financial instruments are used by the Company to 
manage its interest rate and international currency exposures. 
The Company does not hold derivative financial instruments 
for trading or speculative purposes. For interest rate swap agree¬ 
ments, the interest rate differential to be paid or received under 
the agreement is recognized over the life of the swap agreement 
and is included as an adjustment to interest expense. The car¬ 
rying amount of each interest rate swap is reflected in the 
Consolidated Balance Sheets as a current receivable or payable 
as appropriate. For forward foreign exchange contracts, gains 
and losses designated as hedges of inventory purchases are 
deferred and included in the cost of inventory. Gains and losses 
that result from hedges of net investments in international 
subsidiaries are recognized as part of the foreign currency trans¬ 
lation adjustment included in shareholders’ equity until such 
time as the investment is liquidated. 

Fair Value of Financial Instruments 

The fair value of financial instruments is determined by reference 
to various market data and other valuation techniques as appro¬ 
priate. The carrying value of cash and cash equivalents, other cur¬ 
rent receivables, and short-term debt approximate fair value. 
Quoted market prices of the same or similar instruments are 
used to determine fair value of long-term investments, long¬ 
term debt, interest rate swaps, and forward foreign exchange con¬ 
tracts. Discounted cash flows are used to determine the fair value 
of long-term receivables and mortgages if quoted market prices 
on these instruments are unavailable. 

Recoverability of Long-Lived Assets 
An impairment loss is recognized whenever events or changes 
in circumstances indicate that the carrying amount of an asset 
may not be recoverable. 

Beginning in 1995, with the adoption of Statement of 
Financial Accounting Standards No. 121, “Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets to 
be Disposed Of’ (“SFAS No. 121 ”), assets are grouped and eval¬ 
uated at the lowest level for which there are identifiable cash flows 
that are largely independent of the cash flow's of other groups 
of assets. The Company has identified this low'est level to be prin¬ 
cipally individual stores. The Company considers historical 
performance and future estimated results in its evaluation of 
potential impairment and then compares the carrying amount 
of the asset to the estimated future cash flows expected to result 
from the use of the asset. If the carrying amount of the asset 
exceeds estimated expected undiscounted future cash flows, 
the Company measures the amount of the impairment by 
comparing the carrying amount of the asset to its fair value. The 
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estimation of fair value is generally measured by discounting 
expected future cash flows at the rate the Company utilizes to 
evaluate potential investments. The Company estimates fair value 
based on the best information available making whatever esti¬ 
mates, judgments and projections are considered necessary. 

Stock-Based Compensation 

Statement of Financial Accounting Standards No. 123, 
“Accounting for Stock-Based Compensation,” (“SFAS No. 
123”) encourages, but does not require, companies to record 
compensation cost for stock-based employee compensation at 
fair value. The Company has chosen to continue to account for 
stock-based compensation using the intrinsic value method pre¬ 
scribed in Accounting Principles Board Opinion No. 25, 
“Accounting for Stock Issued to Employees” (“APB No. 25.”) 
In accordance with APB No. 25, compensation expense is 
not recorded for options granted if the option price is equal 
to the quoted market price at the date of grant. Compensation 
expense is also not recorded for employee purchases of stock 
under the 1994 Stock Purchase Plan since the plan is non¬ 
compensatory as defined in APB No. 25. 

Income Taxes 

The Company determines its deferred tax provision under the 
liability method, whereby deferred tax assets and liabilities are 
recognized for the expected tax consequences of temporary 
differences between the tax bases of assets and liabilities and their 
reported amounts using presently enacted tax rates. Deferred tax 
assets are recognized for tax credit and net operating loss carry¬ 
forwards, reduced by a valuation allowance which is established 
when “it is more likely than not” that some portion or all of the 
deferred tax assets will not be realized. The effect on deferred 
tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. 

Provision for U.S. income taxes on undistributed earnings of 
foreign subsidiaries is made only on^those amounts in excess of 
the funds considered to be permanently reinvested. 

Store Pre-Opening and Closing Costs 
Store pre-opening costs are charged to expense as incurred. In 
the event a store is closed before its lease has expired, the esti¬ 
mated lease obligation, less sublease rental income, is provided 
for when a decision to close the store is made. 

Foreign Currency Translation 

The functional currency of the Company’s international oper¬ 
ations is the applicable local currency. The translation of the 
applicable foreign currency into U.S. dollars is performed for 
balance sheet accounts using current exchange rates in effect at 
the balance sheet date, and for revenue and expense accounts 
using the weighted-average rates of exchange prevailing dur¬ 
ing the year. The unearned gains and losses resulting from such 
translation are included as a separate component of share¬ 
holders’ equity. 


Earnings Per Share 

Net income (loss) per share is computed by dividing net income 
(loss), after deducting preferred dividends on convertible 
preferred stock, by the weighted-average number of shares of 
common stock outstanding during the year. 

Reclassifications 

Certain balances in prior fiscal years have been reclassified to 
conform with the presentation adopted in the current fiscal year. 

2 Acquisition 

On January 30, 1997, the Company acquired Eastbay, Inc. 
(“Eastbay”) in a transaction accounted for as a purchase. Under 
the purchase agreement, stockholders of Eastbay received cash 
in amounts between $22 and $24 for each of their shares. The 
cash acquisition cost was $ 140 million with an additional $6 
million contingently payable for attaining certain performance 
goals. The Company’s consolidated results of operations will 
include those of Eastbay beginning with the date the acquisi¬ 
tion was consummated. The excess of cost over net assets 
acquired of approximately $107 million will be amortized 
using the straight-line method over twenty years. 

3 Impairment of Long-Lived Assets 

In 1995, the Company adopted SFAS No. 121 and recorded 
a non-cash pre-tax charge of $241 million ($165 million after¬ 
tax). Of the total impairment loss recognized upon adoption, 
$209 million represented impairment of long-lived assets such 
as properties, store fixtures and leasehold improvements, $24 
million related to goodwill and $8 million pertained to other 
intangibles. The current year pre-tax impairment of $8 million 
is included in selling, general and administrative expenses. 
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4 Segment Information 


The Company’s stores are categorized into two segments: Specialty and General Merchandise. The Specialty segment includes: 
the Athletic Group, the Northern Group, Specialty Footwear and Other Specialty. The General Merchandise segment includes 


operations in: Germany, the United States and other countries. 

Sales 

(in millions) 1996 1995 1994 

Operating Results 

(in millions) 


1996 

1995 

1994 

Specialty: 




Specialty: 






Athletic Group 

53,615 

$3,424 

$3,212 

Athletic Group 


S461 

$277 

$211 

Northern Group 

426 

367 

320 

Northern Group 


42 

32 

38 

Specialty Footwear 

721 

729 

763 

Specialty Footwear 


(10) 

(61) 

33 

Other Specialty 

442 

579 

945 

Other Specialty 


(46) 

(114) 

(42) 


5,204 

5,099 

5,240 




447 

134 

240 

General Merchandise: 




General Merchandise: 





Germany 

1,624 

1,733 

1,476 

Germany 


(2) 

(81) 

21 

United States 

1,044 

1,150 

1,240 

United States 


(30) 

(55) 

37 

Other 

220 

242 

282 

Other 



(4) 

(39) 

(24) 


2,888 

3,125 

2,998 




(36) 

075) 

34 


58,092 

58,224 

58,238 

Operating results 


411 

(41) 

274 

Sec Management’s Discussion and Analysis of Financial Condition and Results of 

Corporate expense 


58 

73 

71 

Operations lor further commentary. 




Interest expense 


73 

119 

107 





Income (loss) before income taxes 

$280 

$(233) 

$ 96 


Depreciation and Amortization 

Capital Expenditures 


Total Assets 


(in millions) 

1996 

1995 

1994 

1996 

1995 

1994 

1996 

1995 

1994 

Specialty: 










Athletic Group 

S 76 

$ 85 

$ 86 

$ 53 

$ 40 

$ 76 

$1,083 

$1,050 

$1,229 

Northern Group 

11 

11 

11 

10 

13 

9 

307 

222 

172 

Specialty Footwear 

13 

21 

23 

16 

8 

15 

279 

302 

381 

Other Specialty 

13 

27 

30 

5 

7 

21 

172 

251 

426 


113 

144 

150 

84 

68 

121 

1,841 

1,825 

2,208 

General Merchandise: 










Germany 

44 

56 

47 

12 

60 

61 

997 

1,064 

1,046 

United States 

17 

23 

23 

33 

27 

12 

364 

453 

552 

Other 

1 

3 

1 

2 

4 

15 

11 

39 

137 


62 

82 

71 

47 

91 

88 

1,372 

1,556 

1,735 

Corporate 

12 

13 

12 

3 

8 

9 

263 

125 

202 

Total Company 

S187 

$239 

$233 

$134 

$167 

$218 

$3,476 

$3,506 

$4,145 



Sales 


Operating Results 



Total Assets 


(in millions) 

1996 

1995 

1994 

1996 

1995 

1994 

1996 

1995 

1994 

United States 

$5,084 

$5,116 

$5,439 

$372 

$ 110 

$266 

$1,925 

$1,885 

$2,378 

Europe 

1,942 

2,021 

1,695 

16 

(100) 

20 

1,175 

1,196 

1,210 

Canada 

798 

814 

772 

28 

(33) 

(16) 

264 

312 

366 

Pacific Rim 

221 

217 

222 

(6) 

(12) 

5 

80 

82 

127 

Mexico 

47 

56 

110 

1 

(6) 

(1) 

32 

31 

64 


$8,092 

$8,224 

$8,238 

5411 

$ (41) 

$274 

$3,476 

$3,506 

$4,145 
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5 Repositioning and Restructuring Reserves 

The Company recorded charges of $558 million in 1993 and 
$390 million in 1991 to reflect the anticipated costs to sell or 
close under-performing specialty and general merchandise stores 
in the United States and Canada. The 1993 charge included esti¬ 
mated cash outlays for lease liabilities and other occupancy and 
facilities-related costs of $245 million, operating expenses dur¬ 
ing the shutdown period of $88 million, and severance and 
other personnel and related costs of $28 million. Non-cash 
charges cover asset and inventory write-downs of $197 million. 
The 1991 charge included estimated cash oudays for lease lia¬ 
bilities and other occupancy and facilities-related costs of $ 123 
million, operating expenses during the shutdown period of 
$106 million, and severance and other personnel and related costs 
of $47 million. Non-cash charges cover asset and inventory 
write-downs of $114 million. 

Under the 1993 repositioning program, approximately 970 
stores were identified for closing or conversion to other formats. 
Approximately 13,000 store and distribution center employees 
were terminated under this program. Under the 1991 restruc¬ 
turing program, approximately 900 stores were closed or 
converted to other formats. Approximately 7,700 store employ¬ 
ees were terminated and 2,300 employees were transferred to 
other stores. 

In 1996, an adjustment of $32 million was made to revise the 
original estimates based on actual experience to date. This 
adjustment is comprised of $21 million related to reserves orig¬ 
inally established for general merchandise operations and $11 
million for specialty operations. 

The activity in the reserves was as follows: 


(in millions) 

1996 

1995 

Balance ac beginning of year 

S147 

$193 

Interest on net present value 
of lease obligations 

6 

8 

Cash payments 

(37) 

(54) 

Adjustment for revision of estimates 

(32) 

— 

Balance at end of year 

S 84 

-i-i" 


Components of the balance are as follows: 


(in millions) 

1996 

1995 

Real estate and related occupancy costs 

$61 

$ 93 

Facilities-related costs 

19 

25 

Personnel and related costs 

4 

29 


S84 

$147 


The remaining balance of $84 million, which is included in other 
liabilities and accrued liabilities, is expected to be adequate for 
all remaining liabilities. This liability relates primarily to lease 
obligations for approximately 300 stores and will be funded 
over the next few years. 


6 Merchandise Inventories 


(in millions) 

1996 

1995 

LIFO inventories 

$ 741 

$ 671 

FIFO inventories 

528 

693 

Total merchandise inventories 

$1,269 

$1,364 

Excess of current cost (FIFO) 
over stated LIFO cost 

$ 98 

$ 102 

7 Other Current Assets 

(in millions) 

1996 

1995 

Net receivables 

$129 

$121 

Operating supplies and prepaid expenses 

58 

55 

Deferred taxes 

42 

52 

Other 

4 

13 


S233 

$241 


8 Property and Equipment, Net 


(in millions) 

1996 

1995 

Land 

$ 118 

$ 141 

Buildings: 



Owned 

744 

862 

Leased 

37 

59 

Furniture, fixtures and equipment: 



Owned 

1,114 

1,185 

Leased 

11 

16 


2,024 

2,263 

Less accumulated depreciation 

1,186 

1,262 


838 

1,001 

Alterations to leased and owned buildings, 



net of accumulated amortization 

220 

224 


$1,058 

$1,225 
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9 Deferred Charges and Other Assets 


(in millions ) 

1996 

1995 

Deferred taxes 

$320 

$346 

Goodwill (net of accumulated amortization) 

86 

89 

Ixase acquisition costs 

61 

66 

Pension intangible 

16 

22 

Other 

112 

140 


$595 

$663 

10 Accrued Liabilities 



(in millions ) 

1996 

1995 

Payroll and related costs 

$160 

$122 

Faxes other than income taxes 

72 

83 

Store closings and real estate-related costs 

58 

45 

Income taxes payable 

52 

19 

Repositioning and restructuring 

25 

32 

Deferred taxes 

11 

12 

Other operating costs 

127 

113 


$505 

$426 


11 Short-Term Debt 


($ in millions ) 

1996 

1995 

Bank loans 

$ - 

$ 69 

Weighted-average interest rate 



on year-end balance 

— 

6.0« 


At January 25, 1997, unused lines of credit under which the 
Company may borrow funds totaled SI.07 billion, of which 
domestic credit lines totaled $1.0 billion and international 
credit lines totaled $68 million. During 1996, the Company 
chose not to renew $218 million of international credit lines 
which expired during the year. Additionally, credit overdraft facil¬ 
ities for international operating units will be maintained only 
for temporary needs. At January 25, 1997, the Company had 
revolving credit agreements in the United States with 34 lend¬ 
ing institutions which provide seasonal borrowing capacity. 
The Company also has informal agreements with certain banks 
in the United States, Canada, Germany and Australia. 

The $1.5 billion credit agreement which was negotiated 
in 1995 included a $ 1.0 billion three-year facility and an addi¬ 
tional $500 million facility for the first year of the agreement, 
which has now expired. At the Company’s election, in February' 
1997, the $ 1.0 billion facility was reduced to $500 million and 
the terms were later modified. Restrictive covenants under the 
new' agreement include tangible net worth levels, leverage ratios 
and a fixed-charge coverage ratio. Upfront fees paid under the 
modified agreement will be amortized over the life of the facil¬ 
ity on a pro rata basis. In addition, the Company paid annual 


fees, based on the Company’s credit rating, of 0.3125 percent 
for the original three-year agreement. The modified fee going 
forward will be 0.15 percent based upon the Company’s current 
credit rating. The new five-year agreement will expire in 2002. 

12 Long-Term Debt and Obligations under Capital Leases 

During 1995, the Company issued $200 million of domestic 
notes bearing interest at 7.0 percent with a 5->'ear maturity, $50 
million of notes bearing interest at 6.98 percent with a 6-year 
maturity, and $40 million of notes bearing interest at 7.0 per¬ 
cent with a 7-year maturity. In connection with a European 
investment, the Company issued a $36 million (DM 59 million) 
note bearing interest at 6.45 percent maturing in 1998. 

Following is a summary of long-term debt and obligations 
under capital leases: 


(in millions ) 


1996 

1995 

8.5% debentures payable 2022 


$200 

$200 

7.0% debentures payable 2000 


200 

200 

6.93% to 7.43% medium-term 
notes payable through 2002 


115 

125 

3.75% to 10.5% mortgage 
obligations on real estate 
payable through 2013 


22 

28 

Other 


38 

48 

'Total long-term debt 


575 

601 

Obligations under capital leases 


22 

43 



597 

644 

I^ss: current portion 


17 

25 



$580 

$619 

Maturities of long-term debt and minimum rent 
under capital leases in future periods are: 

payments 

(in millions ) 

Long-term 

debt 

Capital 

leases 

Total 

1997 

$ 12 

$ 7 

$ 19 

1998 

53 

9 

62 

1999 

2 

4 

6 

2000 

202 

2 

204 

2001 

52 

1 

53 

Thereafter 

254 

8 

262 


575 

31 

606 

Less: Imputed interest 

— 

6 

6 

Executory expenses 

— 

3 

3 

Current portion 

12 

5 

17 


$563 

$17 

$580 
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13 Leases 

The Company is obligated under capital and operating leases 
for a major portion of its store properties. Some of the store 
leases contain purchase or renewal options with varying terms 
and conditions. Management expects that in the normal course 
of business, expiring leases will generally be renewed or, upon 
making a decision to relocate, replaced by leases on 
other premises. Operating lease periods generally range from 
5 to 10 years with options to renew, with terms ranging from 
5 to 10 years. Certain leases provide for additional rent payments 
based on a percentage of store sales. Rent expense consists of 
the following: 


(in millions) 

1996 

1995 

1994 

Minimum rent 

$689 

$671 

$634 

Contingent rent based on sales: 




Operating leases 

38 

45 

47 

Capital leases 

— 

— 

3 

Sublease income 

(21) 

(23) 

(19) 

Total rent expense 

$706 

$693 

$665 

Future minimum lease payments under 
ating leases are: 

non-cancelable oper- 

(in millions) 




1997 



$ 506 

1998 



471 

1999 



412 

2000 



340 

2001 



271 

Thereafter 



723 

Total operating lease commitments 



$2,723 

Present value of operating lease commitments 


$2,036 

14 Other Liabilities 




(in millions) 


1996 

1995 

Pension benefits 


$279 

$302 

Other post-retirement benefits 


209 

212 

Repositioning and restructuring 


59 

115 

Other 


101 

100 


$648 $729 


15 Financial Instruments and Risk Management 

Foreign Exchange Risk Management 
The Company enters into forward foreign exchange and option 
contracts to reduce the effect of fluctuations in currency exchange 
rates. Exposures arising from short-term intercompany trans¬ 
actions, inventory purchases, and hedges of the Company’s net 
investment in international subsidiaries are managed through the 
use of forward and option contracts. Determination of hedge 
activity is based upon market conditions, magnitude of inven¬ 
tory commitments, and perceived risks. All contracts mature 
within one year. 

The following table presents gross forward foreign exchange 
commitments, by currency and type: 


1996 1995 


($U.S. in millions) 

Buy 

Sell 

Buy 

Sell 

Inventory purchases: 





U.S. dollar 

72 

— 

95 

— 

Other currencies 

4 

— 

9 

— 

Intercompany: 

Canadian dollar 

19 


67 

17 

German mark 

— 

— 

64 

— 

Other currencies 

2 

15 

29 

19 

Fair Value of Financial Instruments 

The estimated fair values of certain financial instruments 
follows: 

are as 


1996 


1995 


(in millions) 

Carrying 

Amount 

Fair 

Value 

Carrying 

Amount 

Fair 

Value 

Long-term investments 

S 39 

$ 24 

$ 56 

S 52 

Long-term debt 

$575 

$570 

5601 

$585 


The carrying value approximates fair value for all other finan¬ 
cial instruments. 
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Interest Rate Risk Management 

The Company uses interest rate swaps to reduce its exposure to 
fluctuations in interest rates. In October 1992, the Company 
entered into a $200 million, five-year swap agreement which 
effectively convened the interest rate on its 8.5 percent deben¬ 
tures to a floating rate equal to the six-month LIBOR plus 3.05 
percent. The effective interest rate on the debentures was 8.81 
percent in 1996, 9.44 percent in 1995 and 7.74 percent in 1994. 
As security for its obligation under this swap agreement, both 
the Company and the swap counter-party have agreed to deliver 
cash collateral if certain conditions are met. Such collateral is 
to be delivered when projected exposure for either party exceeds 
$0.5 million. At January 25, 1997, the Company had $0.6 mil¬ 
lion on deposit as collateral. 

Credit Risk 

Credit risk of interest rate swaps and forward foreign exchange 
contracts is considered minimal, as management closely monitors 
the financial condition of the counter-parties to the contracts, 
which are financial institutions with credit ratings of 
A- or higher. 

Business Risk 

The retailing business is highly competitive. Price, quality and 
selection of merchandise, reputation, store location, advertising 
and customer service are important competitive factors in the 
Company’s business. The Company purchases merchandise 
and supplies from thousands of vendors worldwide including 
purchases of athletic footwear and apparel from one major 
vendor, which supplied approximately 25 percent, 22 percent 
and 17 percent of the Company’s merchandise purchases in 
1996, 1995 and 1994, respectively. The Company considers ven¬ 
dor relations to be satisfactory. 


16 Income Taxes 

Following are the domestic and international components of 
pre-tax income (loss): 


(in millions ) 

1996 

1995 

1994 

Domesric 

$263 

$ (44) 

$115 

International 

17 

(189) 

(19) 

Total pre-tax income (loss) 

$280 

$(233) 

$ 96 


The income tax (benefit) provision consists of the following: 


(in millions ) 

1996 

1995 

1994 

Current: 

Federal 

$ 61 

$ (4) 

$(14) 

State and local 

21 

6 

16 

International 

19 

2 

— 

Total current tax provision 

101 

4 

2 

Deferred: 

Federal 

11 

(16) 

55 

State and local 

(D 

(1) 

(3) 

International 

— 

(56) 

(5) 

Total deferred tax provision 

(benefit) 

10 

(73) 

47 

Total income tax provision 

(benefit) 

$111 

$(69) 

$49 


Provision has been made in the accompanying Consolidated 
Statements of Operations for additional income taxes applicable 
to dividends received or expected to be received from interna¬ 
tional subsidiaries. The amount of unremitted earnings of 
international subsidiaries, for which no such tax is provided and 
which is considered to be permanently reinvested in the sub¬ 
sidiaries, totaled $368 million at January 25, 1997. If such 
earnings had not been considered permanently reinvested, 
approximately $19 million of deferred income taxes, consisting 
primarily of foreign withholding taxes, would have been 
provided. Such taxes, if ultimately paid, might be recoverable 
as foreign tax credits. 

A reconciliation of the significant differences between the fed¬ 
eral statutory income tax rate and the effective income tax rate 
on pre-tax income (loss) is as follows: 



1996 

1995 

1994 

Federal statutory income 

tax rate 

35.0% 

(35.0)% 

35.0% 

State and local income raxes, 

net of federal tax benefit 

4.8 

1.4 

8.6 

International income taxed 

at varying rates 

1.3 

3.9 

9.4 

Targeted jobs tax credit 

— 

(0.4) 

(1-3) 

Other, net 

(1.4) 

0.5 

(0.6) 

Effective income tax rate 

39.7% 

(29.6)% 

51.1% 
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Items that gave rise to significant portions of the deferred tax 
accounts are as follows: 


(in millions) 

1996 

1995 

Deferred tax assets: 



Tax loss/credit carryforwards 

$191 

$174 

Employee benefits 

115 

130 

Repositioning and restructuring reserves 

70 

94 

Other 

50 

74 

Total 

426 

472 

Valuation allowance 

(64) 

(74) 

Total deferred tax assets, net 

362 

398 

Deferred tax liabilities: 



Inventories 

48 

47 

Property and equipment 

10 

1 

Other 

11 

52 

Total deferred tax liabilities 

69 

100 

Net deferred tax asset 

S293 

$298 

Balance sheet caption reported in: 



Other current assets 

S 42 

$ 52 

Deferred charges and other assets 

320 

346 

Accrued liabilities 

(ID 

(12) 

Deferred taxes 

(58) 

(88) 


$293 

$298 


As of January 25, 1997, the Company had a valuation allowance 
of $64 million to reduce its deferred tax assets to estimated real¬ 
izable value. The valuation allowance primarily relates to the 
deferred tax assets arising from state tax loss carryforwards of 
certain domestic operations, tax loss carryforwards of certain 
European operations, and tax loss and capital loss carryforwards 
of the Canadian operations. 

Based upon the level of historical taxable income and 
projections for future taxable income over the periods in which 
the temporary differences are anticipated to reverse, management 
believes it is more likely than not that the Company will realize 
the benefits of these deductible differences, net of the valuation 
allowances at January 25, 1997. However, the amount of the 
deferred tax asset considered realizable could be adjusted in the 
future if estimates of taxable income are revised. 


At January 25, 1997, the Company had international operat¬ 
ing loss carryforwards of approximately $383 million. Those 
expiring between 1997 and 2003 were $236 million and those 
that do not expire were $116 million. The Company has state 
net operating loss carryforwards ranging from $1 million to $40 
million in the sixteen states where the Company does not file a 
combined return. These loss carryforwards expire between 2007 
and 2012. Foreign tax credits of approximately $23 million expir¬ 
ing between 1998 and 2002 are also available to the Company. 

Deferred tax liabilities related to property' and equipment were 
reduced to $1 million in 1995 from $92 million, primarily 
due to the recognition of deferred tax benefits arising from 
the 1995 recording of impairment on certain property under 
SFASNo. 121. 

17 Retirement Plans and Other Benefits 
Retirement Plans 

The Company has defined benefit pension plans covering most 
of its employees. Benefits generally are based on years of service 
and career-average compensation. Plans are funded in accordance 
with the provisions of the laws of the countries where the plans 
are in effect. Substantially all of the unfunded projected bene¬ 
fit obligation represents the German pension accrual for which 
there are no offsetting plan assets, as permitted by local statutory 
requirements. Plan assets consist primarily of stocks, bonds and 
temporary investments. 


Principal assumptions 

1996 

1995 

1994 

Weighted-average discount rate 

7.5% 

7.3% 

8.6% 

Weighted-average rate of 
compensation increase 

4.4% 

4.4% 

4.6% 

Weighted-average long-term 
rate of return on assets 

9.8% 

10.0% 

10.0% 


The components of net pension expense are: 


(in millions) 

1996 

1995 

1994 

Service cost: benefits earned 
during period 

$17 

$ 19 

$24 

Interest cost on projected 
benefit obligation 

70 

76 

71 

Actual return on plan assets 

(60) 

(140) 

34 

Net amortization and deferral 

7 

81 

(88) 

Curtailment gain 

— 

(8) 

— 

Net pension expense 

$34 

$ 28 

$41 


In 1995, the Company curtailed a supplemental retirement 
plan for executives which resulted in a gain of $8 million. 
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I he following table sets forth the plans’ funded status and amounts recognized in the Consolidated Balance Sheets: 


1996 1995 


(in millions) 

Assets 

Exceed 

ABO 

ABO 

Exceeds 

Assets 

Assets 

Exceed 

ABO 

ABO 

Exceeds 

Assets 

Actuarial present value of obligations: 

Vested 

$ 4 

S 904 

$ 5 

$934 

Nonvested 

— 

20 

— 

21 

Accumulated benefit obligation (ABO) 

4 

924 

5 

955 

Obligation for future salary increases 

— 

48 

— 

41 

Projected benefit obligation (PBO) 

4 

972 

5 

996 

Plan assets at fair value 

6 

646 

7 

656 

Amount of plan assets over (under) PBO 

2 

(326) 

2 

(340) 

Unrecognized net asset at transition 

(3) 

(12) 

(3) 

(26) 

Unrecognized prior service cost 

— 

25 

— 

31 

Unrecognized net loss 

2 

111 

3 

108 

Recognition of a portion of the minimum liability' as an intangible asset 

— 

(16) 

— 

(22) 

Recognition of remaining minimum liability' 

— 

(57) 

— 

(55) 

Prepaid (accrued) pension cost 

5 1 

5(280) 

$ 2 

$(304) 


Post-Retirement Plans Other than Pensions 
In addition to providing pension benefits, the Company spon¬ 
sors post-retirement medical and life insurance plans which are 
available to most of its retired U.S. employees. In order to be 
eligible for these plans, employees must retire from the Company 
and have been previously covered under the Company’s active 
medical or life insurance plans. The level of benefits available 
depends on the year of retirement and the plan in effect at that 
time. The plans are contributory and are not funded. Contri¬ 
butions are adjusted annually and depend on year of retirement 
and, in some cases, years of service. 

1 he weighted-average discount rate used to determine the 
accumulated post-retirement benefit obligation was 7.5 percent 
in 1996 and 7.15 percent in 1995. 

The following table sets forth the plans’ combined accrued 
post-retirement benefit obligation: 


(in millions) 

1996 

1995 

Accumulated post-retirement 
benefit obligation: 



Retirees 

$104 

SI 58 

Fully eligible active plan participants 

8 

6 

Other active plan participants 

5 

3 


117 

167 

Unrecognized actuarial gain 

92 

45 

Accrued post-retirement 
benefit obligation 

$209 

$212 


For measurement purposes, a 9.6 percent increase in the cost 
of covered health care benefits was assumed for 1996. The rate 
was assumed to decline gradually to five percent in 2008 and 
remain at that level thereafter. A one percent increase in the 
health care cost trend rate would increase the 1996 accumulated 
post-retirement benefit obligation by $8 million and the 1996 
expense by $1 million. 

Post-retirement medical and life insurance expense was 
$3 million in 1996, $10 million in 1995, and $14 million 
in 1994. Substantially all of the expense represents interest on 
the accumulated post-retirement benefit obligation; the service 
cost component was not significant. The cash cost to provide 
retiree medical and life insurance benefits was $7 million in each 
of 1996 and 1995, and $8 million in 1994. 

401 (k) Plan 

In January 1996, the Company established a savings plan under 
Section 401 (k) of the Internal Revenue Code. This savings plan 
allows eligible employees to contribute up to 15 percent of their 
compensation on a pre-tax basis. The Company matches 25 
percent of the first 4 percent of the employees’ contribution. Such 
matching Company contributions are vested incrementally over 
7 years. The charge to operations for the Company’s matching 
contribution was $1.5 million in 1996 and $0.2 million in 1995. 
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18 Shareholder Rights Plan 

The Company has issued one-half of a preferred stock pur¬ 
chase right for each outstanding share of common stock. Each 
right entides a shareholder to purchase one one-hundredth of a 
share of Series B Parucipating Preferred Stock at an exercise price 
of $200, subject to adjustment. Generally, the rights become exer¬ 
cisable only if a person or group acquires 20 percent or more of 
the Company’s outstanding voting stock or announces a tender 
offer for 20 percent or more of the Company’s outstanding 
voting stock, other than pursuant to an offer for all outstanding 
shares of the Company which the Board of Directors determines 
to be fair to, and otherwise in the best interests of, the Company 
and its shareholders. The Company will be able to redeem the 
rights at $0.05 per right at any time during the period prior to 
the 10th business day following the date a person or group 
acquires 20 percent or more of the Company’s voting stock. 

Upon exercise of the right, each holder of a right will be enti¬ 
tled to receive common stock (or, in certain circumstances, cash, 
property or other securities of the Company) having a value equal 
to two times the exercise price of the right. The rights, which 
cannot vote and cannot be transferred separately from the 
shares of common stock to which they are presently attached, 
expire on April 14, 1998, unless earlier redeemed. 

19 Stock Plans 

Under the Company’s 1995 Stock Option and Award Plan, 
options to purchase shares of common stock may be granted to 
officers and key employees at the market price on the date of 
grant. Under the plan, the Company may grant officers and other 
key employees, including those at the subsidiary level, stock 
options, stock appreciation rights (SARs), restricted stock, or other 
stock-based awards. One-half of each stock option is exercisable 
on each of the first two anniversary dates of the date of grant. 
Generally, for stock options granted beginning in 1996, one-third 
of each stock option is exercisable on each of the first three 
anniversary dates of the date of grant. The options terminate up 
to 10 years from the date of grant. The 1995 Stock Option and 
Award Plan provides for awards of up to 6,000,000 shares of the 
Company’s common stock. The number of shares reserved for 
issuance as restricted stock cannot exceed 1,500,000 shares. 

In addition, options to purchase shares of common stock 
remain outstanding under the Company’s 1986 Stock Option 
Plan. The ability to grant options under the 1986 Stock Option 
Plan expired in June 1996. Options granted under that plan gen¬ 
erally have terms similar to those granted under the 1995 plan, 
except that a majority of the options become exercisable in two 
equal installments on the first and the second anniversary of the 
date of grant. 

In 1996, the Company established the Directors’ Stock Plan 
(the “Directors’ Plan”). Under the Directors’ Plan, non-employee 
directors receive 50 percent of their annual retainer in shares of 
common stock and may elect to receive up to 100 percent of 
their retainer in common stock. The maximum number of 
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shares of common stock that may be issued under the Directors’ 
Plan is 250,000 shares. 

Under the Company’s 1994 Stock Purchase Plan, participating 
employees may contribute up to 10 percent of their annual 
compensation to acquire shares of common stock at 85 percent 
of the lower market price on one of two specified dates in each 
plan year. Of the 8,000,000 shares of common stock authorized 
for purchase under the 1994 plan, 2,150 participating employ¬ 
ees purchased 320,622 shares during the year. 

When common stock is issued under these plans, the proceeds 
from options exercised or shares purchased are credited to com¬ 
mon stock to the extent of the par value of the shares issued, and 
the excess is credited to additional paid-in capital. When treasury 
common stock is issued, the difference between the average cost 
of treasury stock used and the proceeds from options exercised or 
shares awarded or purchased is charged or credited, as appropri¬ 
ate, to either additional paid-in capital or retained earnings. The 
tax benefits relating to amounts deductible for federal income tax 
purposes which are not included in income for financial report¬ 
ing purposes have been credited to additional paid-in capital. 

The Financial Accounting Standards Board issued SFAS 
No. 123, which requires disclosure of the impact on earnings 
per share if the fair value method of accounting for stock-based 
compensation is applied for companies electing to continue to 
account for stock-based plans under APB No. 25. Accounting 
for the Company’s 1996 and 1995 grants for stock-based com¬ 
pensation in accordance with the fair value method provisions 
of SFAS No. 123 would have resulted in the following: 


($ in millions, except per share amounts:) 

1996 

1995 

Net income (loss) as reported 

$ 169 

$(164) 

Net income (loss) pro forma 

$ 165 

$(167) 

Net income (loss) per share as reported 

$1.26 

$(1.23) 

Net income (loss) per share pro forma 

$1.23 

$(1.25) 


These pro forma amounts are not expected to be indicative of the 
effects of applying the fair-value based method on future earn¬ 
ings since the Company’s stock options vest over several periods. 

The fair values of the Company’s various stock option and pur¬ 
chase plans were estimated at the grant date using a Black- 
Scholes option pricing model. Model assumptions for 1996 
and 1995 for the Company’s stock option plans were: weighted- 
average risk-free interest rates of 6.05 percent and 6.33 percent, 
respectively; a volatility factor of 30 percent; a two-vear weighted- 
average expected award life and a zero dividend yield. The 
weighted-average fair value of options granted during 1996 and 
1995 was $5.31 and $4.72 per option, respectively. Model 
assumptions for 1996 and 1995, for the Company’s Stock 
Purchase Plan were: weighted average risk-free interest rates of 
6.03 percent and 6.02 percent, respectively; a volatility factor of 
25 percent; an expected life of 0.7 years and a zero dividend yield. 
The weighted-average fair value of those purchase rights granted 
in 1996 and 1995 was $5.14 and $3.24 per right, respectively. 
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The information set forth in the following table 

covers options granted under the 

Company’s stock option plans: 




1996 

1995 


1994 



Weighted- 

Weighted- 


Weighted- 


Number 

Average 

Number Average 

Number 

Average 


of 

Exercise 

of Exercise 

of 

Exercise 

(in thousands, except prices per share) 

Shares 

Price 

Shares Price 

Shares 

Price 

Options outstanding at beginning of year 

6,913 

524.13 

6,183 $26.13 

4.725 

$28.70 

Granted 

1,757 

516.25 

1,288 $15.32 

1,747 

$19.26 

Exercised 

159 

S17.27 

2 $10.55 

29 

$11.33 

Expired or canceled 

1,135 

526.59 

556 $26.18 

260 

$28.32 

Options outstanding at end of year 

7,376 

522.02 

6,913 $24.13 

6,183 

$26.13 

Options exercisable at end of year 

5,155 

524.59 

5,026 $27.03 

4,079 

$28.73 

Options available for future grant at end of year 

3,798 


6,087 

831 


The following table summarizes information about stock options outstanding and exercisable at January 25, 1997: 




Options Outstanding 


Options Exercisable 



Weighted- 

Average 

Weighted- 


Weighted- 



Remaining 

Average 


Average 

(in thousands, except prices per share) 


Contractual 

Exercise 


Exercise 

Range of Exercise Price 

Shares 

Life 

Price 

Shares 

Price 

$12.44 to $14.94 

964 

8.0 years 

$13.72 

872 

$13.69 

$15.13 to S18.81 

2,491 

8.8 

15.71 

496 

15.60 

$20.25 to $24.69 

1,218 

5.1 

23.26 

1,084 

23.36 

$27.75 to $29.94 

1,735 

4.8 

29.22 

1,735 

29.22 

$30.06 to $34.25 

968 

3.6 

32.07 

968 

32.07 

$12.44 to $34.25 

7,376 

6.5 years 

$22.02 

5,155 

$24.59 


20 Restricted Stock 

In 1994, 200,000 restricted shares of common stock were 
granted to an officer of the Company. The market value of the 
shares at the date of grant amounted to $3 million and is 
recorded within shareholders’ equity in the accompanying 
Consolidated Financial Statements. The market value is being 
amortized as compensation expense over the related vesting 
period. The compensation expense was $0.8 million and $1.4 
million in 1996 and 1995, respectively. 

21 Preferred Stock 

In August 1996, the Company called for the redemption of the 
issued and outstanding shares of the $2.20 Series A Convertible 
Preferred Stock (“Preferred Stock”) at the redemption price of 
$45 per share on October 23, 1996 (the “Redemption Date”). 
Shares of Preferred Stock were convertible into 5.68 shares of 
the Company’s common stock for each share of Preferred 
Stock. Conversion privileges expired on the Redemption Date. 
Substantially all of the outstanding shares of Preferred Stock were 
converted by the holders into the Company’s common stock. 


22 Commitments 

In connection with the sales of various businesses, the Company 
guarantees the payment of lease commitments transferred to third 
parties pursuant to those sales. The Company is operating certain 
stores for which lease termination agreements are in the process 
of being negotiated with landlords. Although there is no contractual 
commitment to make these contingent payments, it is likely that 
a final contract will be executed. Management believes that the 
probable resolution of such contingencies will not materially 
affect the financial posidon or result of operations of the Company. 

23 Legal Proceedings 

Between March 30, 1994 and April 18, 1994, the Company and 
certain of its present and former directors and officers were named 
as defendants in lawsuits brought by certain shareholders claiming 
to represent classes of shareholders that purchased shares of the 
Company’s common stock during different periods between 
January 1992 and March 1994. In April 1994, these lawsuits were 
consolidated in an action styled In re: Woolwortb Corporation Class 
Action Securities Litigation pending in federal court in New York. 
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These class action complaints purport to present claims 
under the federal securities and other laws and seeks unspeci¬ 
fied damages based on alleged misleading disclosures during the 
class period between May 1993 and March 1994. 

On March 13, 1997, the parties’ representatives engaged in 
a mediation proceeding with a view toward settling the issues 
in dispute. As a result, the parties have agreed in principle to a 
settlement of the class action, subject to final documentation 
and the approval of the court. In the opinion of management, 
the settlement, if approved by the court, would not have a 
material adverse effect on the financial position or results of 
operations of the Company. 

The staff of the Securities and Exchange Commission (“SEC”) 
is conducting an inquiry relating to the matters that were 
reviewed by a Special Committee of the Board of Directors as 
well as in connection with trading in the Company’s securities 
by certain directors and officers of the Company. The SEC staff 
has advised that its inquiry should not be construed as an indi¬ 
cation by the SEC or its staff that any violations of law have 
occurred. In the opinion of management, the result of the 
inquiry will not have a material adverse effect on the financial 
position or results of operations of the Company. 

In addition to the matters discussed above, various legal 
proceedings that have arisen during the course of the Company’s 
business are pending against the Company and its subsidiaries. 
In the opinion of management the ultimate outcome to the 
Company and its subsidiaries as a result of legal proceedings is 
adequately covered by insurance, or if not covered, would not 
have a material adverse effect on the financial position or results 
of operations of the Company. 

24 Shareholder Information and Market Prices (Unaudited) 

Woolworth Corporation common stock is listed on the New York, 
Toronto, Amsterdam, as well as the Lausanne and Elektronische 
Borse Schweiz (EBS) stock exchanges in Switzerland. In addition, 
the stock is traded on the Boston, Cincinnati, Chicago, 
Philadelphia and Pacific stock exchanges. The New York Stock 
Exchange ticker symbol for the Company’s common stock is “Z.” 

At January 25, 1997, 42,905 shareholders of record owned 
134,046,720 common shares. 


Market prices for the Company’s common and preferred 
stock is as follows: 



1996 


1995 

High 

Low Close 

High 

Low Close 


Common Stock 

Quarter 

1st Q 

19Y4 

10% 

19% 

19* 

14* 

16 

2nd Q 

23 Vi 

18Vi 

19% 

16* 

14* 

15* 

3rd Q 

22% 

18% 

21% 

16’* 

12* 

14% 

4th Q 

25Vi 

20Vi 

20% 

15* 

9* 

1114 


Preferred Stock 


Quarter 


1st Q 

112 

61 

110V4 

106 

85 

88% 

2nd Q 

131% 

104 

121 

89 

80 

89 

3rd Q 

130% 

105% 

122% 

94 

76 

94 

4th Q 

— 

— 

— 

86 

62 

63% 


25 Quarterly Results (unaudited) 


(in millions, except 


per share amounts) 

1st Q 

2nd Q 

3rd Q 

4th Q 

Year 

Sales 

1996 

51,820 

1,856 

2,048 

2,368 

$8,092 

1995 

$1,794 

1,922 

2,071 

2,437 

58,224 

Gross profit (a) 

1996 

$ 525 

583 

663 

740 

$2,511 

1995 

$ 489 

588 

652 

760 

$2,489 

Operating profit (loss) (b) 

1996 

s — 

69 

143 

199 

$ 411 

1995 

$ (79) 

30 

99 

(91) $ (41) 

Net income (loss) 

1996 

S (22) 

22 

69 

100 

$ 169 

1995 

$ (80) 

(ID 

34 

(107) S (164) 

Net income (loss) 
per share 

1996 

S (.17) 

.17 

.52 

.74 

$ 1.26 

1995 

S (.60) 

(.09) 

.26 

(.80) $(1.23) 


(a) Gross profit represents sales less cost of sales. 

(b) Operating profit (loss) represents income (loss) before income taxes, interest 
expense, and corporate expense. 
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Five Year Summary of Selected Financial Data 


(in millions, except per share amounts) 

1996 

1995 

1994 

1993 

1992 

Summary of Operations 

Sales 

58,092 

8,224 

8,238 

9,558 

9,922 

Cost of sales 

5,581 

5,735 

5,626 

6,747 

6,683 

Selling, general and administrative expenses 

2,006 

2,166 

2,201 

2,615 

2,501 

Depreciation and amortization 

187 

239 

233 

257 

254 

Interest expense 

73 

119 

107 

79 

87 

Other income 

(35) 

(43) 

(55) 

(68) 

(40) 

Adoption of accounting standard for impairment 
of long-lived assets 

_ 

241 

_ 

_ 

_ 

Provision for disposition ofWoolco 

— 

— 

30 

168 

— 

Repositioning and restructuring charges 

— 

— 

— 

\J\ 

OO 

— 

Income tax expense (benefit) 

Ill 

(69) 

49 

(303) 

157 

Net income (loss) 

S 169 

(164) 

47 

(495) 

280 

Per common share 

S 1.26 

(1.23) 

.36 

(3.76) 

2.14 

Common stock dividends declared 

S — 

— 

.74 

1.16 

1.12 

Preferred stock dividends declared 

$ 1.10 

2.20 

2.20 

2.20 

2.20 

Weighted-average common shares 
outstanding 

133.5 

132.9 

132.3 

131.7 

130.8 

Financial Condition 






Merchandise inventories 

51,269 

1.364 

1,622 

1,579 

2,269 

Proper^ and equipment, net 

SI,058 

1,225 

1,521 

1,531 

1,626 

Total assets 

53,476 

3.506 

4,145 

4,593 

4,692 

Short-term debt 

5 — 

69 

853 

533 

164 

Current portion of long-term debt and obligations 
under capital leases 

S 17 

25 

26 

32 

21 

Long-term debt and obligations under capital leases 

5 580 

619 

309 

336 

372 

Total shareholders’ equity 

51,334 

1,229 

1,358 

1,349 

2,059 

Common shareholders’ equity 

51,334 

1,225 

1,354 

1,344 

2,054 

Common shareholders’ equity per share 

5 9.96 

9.21 

10.22 

10.19 

15.64 

Financial Ratios 






Return on beginning common equity (ROE) 

13.8% 

(12.1) 

3.5 

(24.0) 

13.8 

Return on average investment (ROI) 

6.9% 

0.8 

3.6 

(6.7) 

9.3 

Operating profit (loss) as a percentage of sales 

5.1% 

(0.5) 

3.3 

(6.8) 

5.8 

Net income (loss) as a percentage of sales 

2.1% 

(2.0) 

0.6 

(5.2) 

2.8 

Debt capitalization percent 

66.4% 

69.9 

71.2 

69.2 

56.5 

Debt capitalization percent (without present 
value of operating leases) 

30.9% 

36.7 

46.7 

40.0 

21.3 

Current ratio 

2.IX 

1.9 

1.2 

1.2 

1.6 

Number of stores at year end 

7,746 

8,178 

8,629 

8,368 

8,990 
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Board of Corporate Consolidated Corporate 

Directors Officers Operations Information 


Roger N. Farah 

Chairman of the Board and 
Chief Executive Officer 

Dale W. Hilpert 

President and Chief Operating Officer 


ATHLETIC FOOTWEAR 
AND APPAREL DIVISION 

William L. DeVries 

President and Chief Executive 
Officer 


Roger N. Farah 1 

Chairman of the Board and 
Chief Executive Officer 

Dale W. Hilpert 

President and Chief Operating Officer 

J. Carter Bacot 1 4 6 

Chairman of the Board and 
Chief Executive Officer 
The Bank of New York Company. Inc 
and Chairman ot the Board 
of The Bank of New York 
(banking services) 

Purdy Crawford 1 - 2 5 

Chairman of the Board 
Imasco Limited 

(consumer products and services) 

Helen Galland 1 ' 2 ' 5 

President and Chief Executive Officer 
Helen Galland .Associates 
(marketing and business 
consulting services) 

Philip H. Geier Jr. 1 3 

Chairman of the Board and 
Chief Executive Officer 
Interpublic Group of Companies, Inc. 
(advertising agencies and other 
marketing communication services) 

Jarobin Gilbert Jr. 1 * 2 * 4 

President and Chief Executive Officer 
DBSS Group. Inc. 

(management, planning and trade 
consulting) 

Margaret P. MacKimm 1 35 

Former Senior Vice President - 

Communications 

Kraft Foods, Inc. 

(multinational marketer and 
processor of food products) 

John J. Mackowski 12 5 

Director ol various companies 

James E. Preston 1 3 46 

Chairman of the Board and 
Chief Executive Officer 
Avon Products, Inc. 

(manufacture and sale ol beaut)' and 
related products) 

Christopher A. Sinclair 1 6 

President and Chief Executive Officer 
Quality Food Centers. Inc. 
(supermarket chain) 


Senior Vice Presidents 

M. Jeffrey Branman 

Corporate Development 

John E. DeWolf III 

Real Estate 

John F. Gillespie 

Human Resources 

Andrew P. Hines 

Chief Financial Officer 
Vice Presidents 

Gary M. Bahler 

General Counsel and Secretary 

Thomas A. Beauchamp 

Information Systems 

Gary H. Brown 

Real Property 

John H. Cannon 

Treasurer 

Bruce L. Hartman 

Controller 

Cynthia M. Krasne 

Strategic Planning and Analysis 

Mark J. Larson 

General Auditor 

Maryann M. McGeorge 

Merchandise Operations 

Henry C. Miner III 

Taxation 

Juris Pagrabs 

Investor Relations 

Patricia A. Peck 

Human Resources 

Richard J. Price 

Logistics 

Vivian J. Shaw 

Financial Planning and Analysis 

Frances E. Trachter 

Public Affairs 


RETAIL COMPANY OF 
GERMANY, INC. 

Manfred Schonmeier 

President and Chief Executive 
Officer 

F.W. WOOLWORTH CO. 
Paul T. Davies 

President and Chief Executive 
Officer 

WOOLWORTH CANADA 
INC. 

Alan M. Beam 

President and Chief Executive 
Officer 

SPECIALTY FOOTWEAR 
DIVISION 

Carol G. Greer 

President and Chief Executive 
Officer 


CORPORATE 

HEADQUARTERS 

Woolworth Building 
233 Broadway 

New York. New York 10279-0003 

( 212 ) 353-2000 

TRANSFER AGENTS 
AND REGISTRARS 

First Chicago Trust 
Company of New York 
P.O. Box 2500 

Jersey City. New Jersey 07303-2500 
(800) 519-3111 

The R-M Trust Company 
Corporate Trust Services 
P.O. Box 7010 
Adelaide Street Postal Station 
Toronto, Ontario M5C 2W9 
(800) 387-0825 
(416)813-4500 

INDEPENDENT AUDITORS 

KPMG Peat Marwick LLP 
345 Park Avenue 
New York. NY 10154 
(212) 758-9700 

FORM 10-K 

A copy of Woolworth Corporation’s 
1996 Annual Report on Form 10-K 
filed with the Securities and 
Exchange Commission is available, 
without charge, by request to the 
Corporate Secretary at the 
Corporate Headquarters. 

SHAREHOLDERS 1 

MEETING 

The next annual meeting of 
shareholders will be held at the 
New r York Marriott Financial Center 
Hotel. 85 West Street, New' York, 
New York 10006 at 10:00 A.M. 
(local time) on June 12, 1997. The 
formal notice of the meeting, proxy' 
statement, and form of proxy will be 
mailed to each shareholder on or about 
May 5, 1997, at which time proxies 
will be requested by management. 

NOTE THAT THIS REPORT CONTAINS 
FORWARD-LOOKING STATEMENTS IN 
THE SHAREHOLDERS' LETTER AND 
MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS, WHICH 
REFLECT MANAGEMENT'S CURRENT 
VIEWS OF FUTURE EVENTS AND 
FINANCIAL PERFORMANCE. THESE 
FORWARD-LOOKING STATEMENTS ARE 
BASED ON MANY ASSUMPTIONS AND 
FACTORS INCLUDING THE EFFECTS OF 
CURRENCY FLUCTUATIONS, CONSUMER 
PREFERENCES, AND ECONOMIC 
CONDITIONS WORLDWIDE. ANY 
CHANGES IN SUCH ASSUMPTIONS 
OR FACTORS COULD PRODUCE 
SIGNIFICANTLY DIFFERENT RESULTS 

© 1997 Woolworth Corporation 
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1 MEMBER OF EXECUTIVE COMMITTEE 

2 MEMBER OF AUDIT COMMITTEE 

3 MEMBER OF COMPENSATION COMMITTEE 

4 MEMBER OF NOMINATING AND ORGANIZATION COMMITTEE 

5 MEMBER OF RETIREMENT INVESTMENT COMMITTEE 

6 MEMBER OF ACQUISITIONS AND FINANCE COMMITTEE 

The service marks and trademarks appearing in this report (except for Wal-Mart) 
are owned by Woolworth Corporation or its subsidiaries. 

Investor inquiries should be directed to the Investor Relations Department at 
(212) 553-2600. 
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